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Chapter I

Overview of the Puerto Rico

Nutrition Assistance Program and Its Evaluation

On 3uly 1, 1982 the Commonwealth of Puerto Rico began operating a cash food

assistance program known as the Nutrition Assistance Program (NAP). This new cash

program replaced the Food Stamp Program (FSP) in Puerto Rico which had provided

eligible low income individuals and families with assistance in the form of food coupons

since 1974. This program change resulted from the requirement in the Omnibus Budget

Reconciliation Act of 1981 (Public Law 97-35) that Puerto Ricots participation in the

U.S. Food Stamp Program be replaced by an $825 million annual block grant to provide

food assistance for needy persons, and the subsequent choice by Puerto Rico to replace

food coupons with direct cash assistance.

In 1982 the House Agriculture Committee conducted hearings on the Puerto Rico block

grant and the resulting cash Nutrition Assistance Program. These hearings resulted in

two legislated actions included under the Food Stamp Act Amendments in the Omnibus

Reconciliation Act of 1982 (Public Law 97-253). Sections 184 a and b of the 1982 Act

require that after Fiscal Year 1983) food assistance under the Puerto Rico block grant

must be made available in forms other than cash. Section lg4 c requires that the

Secretary of Agriculture conduct a study of the cash food assistance program in Puerto

Rico, its the impact on the nutritional status of residents and on the economy of Puerto

Rico. Further) the mandate requires that a report of the findings be provided to the

House and Senate Agriculture Committees no later than six months after the law*s

enactment (September g, 1982). In accordance with the mandate, the Department of

Agriculture is conducting an evaluation of the Puerto Rico Nutrition Assistance

Program. This report presents the preliminary results of that evaluation.

The Commonwealth of Puerto Rico

The Commonwealth of Puerto Rico has a unique relationship to the Federal

government. This section describes important characteristics of Puerto Rico and

provides a context for discussion of the Nutrition Assistance Program.
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Per capita personal income in Puerto Rico is among the highest in the Caribbean and has

grown dramatically from $296 in 1950 to $3,918 in 1982. When adjusted for inflation,

personal income has more than tripled during this period. However, per capita income in

Puerto Rico is only half that of Mississippi (the poorest state), and poverty according to

U.S. standards remains widespread. According to the 1975 Survey of Income and

Education conducted by the Bureau of the Census, 62 percent of the population and 57

percent of all families in Puerto Rico were below the official U.S. poverty level. While

1980 census data are not yet availablefor Puerto Rico, the incidenceof poverty isnot

expected to have decreased significantly.

Federal disbursementsto the Commonwealth, as to states,substantiallyaffectresident

personalincome. Priorto the enactment of the Puerto Rico Block Grant for nutrition

assistance,Puerto Rico participatedequallywith statesinthe Food Stamp Program. As

a resultof the generallylow income levelsin Puerto Rico,food stamp benefits,the

largestfederaltransferprogram aftersocialsecurity,accounted for approximatelyseven

percent of the 1981 personalincome withinthe Commonwealth.

Although Puerto Rico's Commonwealth relationship is similar to that of a State in many

respects, there are some important differences. Major differences which have some

bearing on this evaluation include the fact that Puerto Rico residents:

o Are exempt from federal income taxes;

o Are excluded from participation in certain Federal programs including General

Revenue Sharing and Supplemental Security Income (SS[);

o Have limited participation (through appropriation ceilings) in certain Federal

programs including Aid to FamLLies with Dependent Children (AFDC), Social

Services under Title XX, and Medicaid.

The issue of differential treatment of U.S. citizens residing in Puerto Rico has been

addressed by the U.S. Supreme Court and continues to be an issue of debate. According

to a March 2, 1981 U.S. General Accounting Office (GAO) Report to Congress:

"The Court, in two separate cases, rejected arguments that reduced funding levels

and exclusion from certain Federal programs were unconstitutional. In the most

recent case the Court concluded that the Congress may treat Puerto Rico

differently from States as long as there is a rational basis, because the U.S.
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Constitution grants the Congress authority to make all needful rules and

regulations respecting the territories. The Court cited three, reasons which it

concluded justify different treatment: Puerto Rico residents do not contribute to

the federal Treasury; the cost of treating Puerto Rico as a State would be high; and

additional amounts of Federal aid could disrupt the Puerto Rican economy."-- I/

Nutrition Assistance and the Puerto Rico Block Grant

Because of limits on other public assistance programs in Puerto Rico, it has been

estimated that, prior to July 1982, a family of four with no other income than public

assistance and food stamps received three-quarters of its total benefits in food stamps.

The combined benefits from Social Security, Cash Assistance and Food Stamps in Puerto

Rico provided average benefits equal to about half the U.S. official poverty level. 2/

Analyses in the current report show that, on average, Federal food assistance benefits

under both the Food Stamp Program and the block grant represent approximately 40

percent of total income (gross income plus food stamps or food assistance check) for

participating households.

The law which established the Puerto Rico block grant was enacted due to concern over

the size of the Food Stamp Program in Puerto Rico. In Fiscal Year 1981 approximately

1.8 million persons in Puerto Rico, or approximately 56 percent of the Island's population,

participated in the



WhQe the blockgrant was initiatedto reduce spending,italsoallowed the

Commonwealth considerableflexibilityin designinga food assistanceprogram to meet

the needs of itslow income population.The legislativerequirementsfor the block grant

includethe following:

o the grantisto providefood assistanceto needy persons;

o grant funds are to provide 100 percent of the cost of recipients'benefitsand

50 percent of program administrationcosts;

o grant funds may not exceed $$23 millionannuallybeginningwith FiscalYear

1983;and $206.5 millionforthe period3uly 1982 through September 1982;

o Puerto Rico may use a small proportionof the block grantfunds to finance

projectsto improve or stimulateagriculture,food production,and food

distribution to increase the self sufficiency and nutritional standards of needy

persons(House Report 97-208,volume 2,pages 656-657);

o fundingiscontingentupon the Department of Agriculture'sapprovalof the an

annual Plan of Operation for the program.

The Nutrition Assistance Program

The Nutrition Assistance Program designed by the Commonwealth differs from the

former Food Stamp Program in two important respects. First, Puerto Rico decided to

replace food coupons with cash benefits and secondly_ the block grant reduced funding

levels to 75 percent of the projected Fiscal Year 1982 level and placed an $823 million

cap on annualfunding.

During the Food Stamp Program, eligibilitywas based on a means testsuch that

householdresourcescould not exceed eitherof two specifiedlimitson income and on

assets. Eligible households received benefits in the form of food stamps whose value was

calculatedusinginformationon householdsize,income, deductions,and the cost of an

inexpensivebut nutritiousdiet(USDA's ThriftyFood Plani._3/ Food stamps could be used

legallyby recipientsonly as payment for eligiblefood purchasesin authorizedretail

grocery stores and were intended to increase recipients' food purchasing power.

3--/Under the Food Stamp Program the Thrifty Food Plan for Puerto Rico was based on the
cost of inexpensive but nutritious foods considered normal to the diet of the Puerto
Rican population. In 3une 1982., Puerto Rico's Thrifty Food Plan allowed a family of four
with no income a monthly FSP benefit of $221.
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Instead of food coupons, Nutrition Assistance Program recipients receive their benefits

monthly in the form of a mailed check. The eligibility and benefit determination

features of the Nutrition Assistance Program are similar to those of the former Food

Stamp Program. However, specific provisions were changed to tighten program

eligibility in order to keep the program within the legislatively reduced and capped

budget. These changes include an eligibility determination based on lower limits for

assets and income, and the use of a reduced value Thrifty Food Plan as the basis of

issuance. Nutrition Assistance Program checks, unlike food coupons, are freely

negotiable for currency. Like food coupons, the checks are intended to increase food

purchasing power of recipients.

The Evaluation of the Nutrition Assistance Program

The evaluation of the Nutrition Assistance Program was designed around two p.rimary

points of interest. First, the conversion of the Food Stamp Program to the Nutrition

Assistance Program is an important example of the concept of a block grant in which the

Commonwealth assumes responsibility for designing and directing a major program which

was previously controlled by the Federal government. As such it provides an opportunity

to examine the process of switching control of a federal program to a local government.

Among the intended effects of the block grant approach are increased administrative

flexibility and increased responsiveness to local needs.

Second, the Nutrition Assistance Program represents a demonstration of significant

changes from the Food Stamp Program including funding levels which are reduced and

capped and cash benefits rather than coupons. Anticipated effects of these program

changes include reductions in program participation, program benefitst administrative

costs, and the potential for certain types of lraud and error.

Other eflects on program participants, the retail food sector, and the general economy

may also result from these program changes. While the immediate goal of both the Food

Stamp Program and the Nutrition Assistance Program is to increase recipients' food

purchasing power, the programs are designed to produce additional impacts. By

increasing the food expenditures of low income households both programs should enable

recipients to obtain a more nutritious diet. In addition_ the increases in household food

expenditures made possible by the programs directly increase business receipts in the
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retaU food sector,and eventuallyproduce indirecteconomic effectson other

interrelatedbusinesssectorsincludingthe agriculturalsector. Both the reduced levelof

program funding and the change from food coupons to cash assistanceunder the Nutrition

AssistanceProgram could lead to lower householdfood expenditures,reduced retailfood

sales,and reduced economic activityin other sectorswithinthe Commonwealth.

EvaluationObjectives

To provide a broad pictureof the processof the change from the Food Stamp Program to

the NutritionAssistanceProgram and to assessitseffects,the evaluationhas examined

informationconcerningNAP program features,recipients,retailfood stores,and the

general economy. The objectives of the evaluation of the Nutrition Assistance Program

are to--

(1) Describe the processof convertingthe Food Stamp Program in Puerto Rico to the

cash benefit Nutrition Assistance Program.

(2) Compare and contrast NAP and Food Stamp Program operations in terms of:

o Procedural differences;

o Participation and benefits,

o Administrative costs, and

o Program security against fraud and abuse.

(3) Describe NAP recipient behavior in terms of'

o Experiences with lood coupons and with NAP checks,

o Changes in food shopping patterns and purchases, and

o Preferences for cash versus coupons.

(0) Describe food retailer experiences including.

o Estimates of and perceived reasons for changes in sales and number of paid

employees,

o Check cashing policies and procedures,

o Changes in food assistance customers' shopping patterns and purchases,

o Changes in their marketing strategies_ and

o Preferences for cash versus coupons.

(5) Assess the impact of the Nutrition Assistance Program on retail supermarket sales.

(6) Analyze the impact of the Nutrition Assistance Program on the general economy in

Puerto Rico.

(7) Analyze evidence of the impact of the Nutrition Assistance Program on nutrition in

Puerto Rico.

I-6



The remainder of thisreportisdividedintoseven chaptersrepresentingeach of the

above objectives.Table I-1summarizes the differentdata sourcesand methodologies

employed to addresseach of theseobjectives.

The Food and Nutrition Service was responsible for the design and conduct of this

evaluation. It was conducted under a cooperative agreement with the Puerto Rico

Department of Social Services_ the agency responsible for administering the former Food

Stamp Program and the new Nutrition Assistance Program. The Department of Social

Services made substantial contributions in providing data_ reports_ technical reviews_ and

general administrative support.
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Table I-1

Study Objectives,Data Sources,and Methcdology

Objective Data Sources Methodology

1. Describe the process Reports from the Puerto Case study
of converting the Rico Department of Social
Puerto Rico Food Stamp Services (DSS) and the
to NAP Food and Nutrition Service

(FNS)

2. Compare and contrast NAP FNS and DSS reports; Before and after
and Food Stamp Program Food Stamp Program and comparisons
operations NAP computer files of

participants for months
of 3une, 3uly,and
October 1982;DSS monthly
accounting records

3. Describe recipient DSS November 1982 Descriptive sample
behavior under NAP household survey of survey

1, q94 NAP recipients;
samples of 1,000 NAP Analysis of check
checks for the months endorsements

of 3uly, and October
1982.

4. Describe food retailer FNS December 1982 survey Descriptive sample
experiences under NAP of 954 retail grocery survey

stores

5. Determine the impact Monthly gross sales Cross-sectional time
of NAP on supermarket data from 3uly 1979 series analysis using
sales to November 1982 for regression model

125 supermarkets

6. Analyze the impact Existing national Descriptive economic
oi NAP on the general accounts data and analysis
economy in Puerto Rico reports

7. Assess the impact 1977 Nationwide Food Descriptive analysis and
of NAP on nutrition Consumption Survey for theoretical discussion
in Puerto Rico Puerto Rico; of expected effects

Panel data from DSS

food expenditures survey
of 1,000 households in
3une 1982 and March

1983 (not yet available)
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Chapter II

The Process of Converting the Puerto Rico Food Stamp Program

to the Nutrition Assistance Program

This chapter describes how the Food Stamp Program (FSP) in Puerto Rico was converted

as a result of block grant lesislation (Public Law 97-35) to the Nutrition Ass/stance

Program (NAP) designed and directed by the Commonwealth. The objectives of this

chapter are to describe the major activities and responsibilities of the Federal

government and the Commonwealth of Puerto Rico during this conversion.

Major federal activities included planning for the Puerto Rico block grant, review and

approval of the Puerto Rico Plan of Operation, and dosing down the Food Stamp

Program in Puerto Rico. The description of Federal responsibilities includes a general

chronology oi significant activities and events. This description is based on

documentation from rues and reports prepared by the Food and Nutrition Service (FNS)

Washington Headquarters and the FNS Mid-Atlantic Regional Office (MARO) including

its Caribbean Area Oilice located in Puerto Rico.

Major Commonwealth activities included planning, designin& and implementing the new

Nutrition Assistance Program. This description of the Commonwealth activities also

includes a general chronology of significant activities and events. In addition, this

chapter discusses the Commonwealth's rationale for the design of the Nutrition

Assistance Progam including their decision to change from food coupons to cash food

assistance. The major sources for the description of Commonwealth activities are

reports based on documentary evidence and prepared by the Puerto Rico Department of

Social Services (DSS) at the request of FNS. The Food and Nutrition Service defined a

case study methodology for DSS to follow which included research questions, data

coUection methods and data sources. The intent of the case study approach was to

provide a comprehensive and systematic investigation of Commonwealth activities.

Many, but not all, aspects of the reports prepared by DSSwere independently verified by

FNS. No major discrepancies were discovered in what was verified. Therefore, the

information presented here is believed to be an objective accounting of planning and

implementation activities.
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Federal Activities

As the federal agency responsible ior the Food Stamp Program, the Food and Nutrition

Service, U.S. Department of Agriculture (USDA), was responsible for converting the Food

Stamp Program in Puerto Rico to a block grant Program. The conversion process from

the federal perspective is described below in terms of planning, review and approval of

the NAP Plan of Operation and the FSP dosedown.

Federal PlanninK for the Puerto Rico Block Grant

In April 1981, FNS began to prepare for the possible passage of block grant legislation for

Puerto Rico that was introduced at the request of the Department of Agriculture.

Assessment of the Department of Agriculture's nutrition programs in Puerto Rico and a

plan which identified actions to be taken by FNS to convert the Food Stamp Program in

Puerto Rico to a block grant Program was prepared. The plan called for the

establishment of an FNS task force to coordinate the conversion activities. The task

force was composed of members of FNS from the Washington Office and its Mid-Atlantic

Regional Office which had responsibility for the Puerto Rico Food Stamp Program. The

task force was formed prior to the August 13, 1931 enactment of Public Law 97-35 which

authorized the Puerto Rico block grant. The task force continued to operate until

shortly after the 3uly 1, 1982 implementation of the Nutrition Assistance Program in

Puerto Rico. The mission of the task force was to:

o Define the structure and content of the Federal block grant administration,

o Develop procedures to facilitate smooth transition from the FSP to the

block grant, and,

o Coordinate a tri-level working relationship between the FNS's Washington

Headquarters Office, its Mid-Atlantic Regional Office and the Puerto Rico

Department of Social Services which was assigned responsibiity for

operation of the block grant by the Commonwealth.

After the passage of PublicLaw 97-35,the task force prepared optionpapers which

addressed alternative policy approaches for the following issue areas:

o Restrictions on the block grant,

o Federal requirements for the Plan of Operation for the block grant, and

o Fiscal and reporting requirements with appropriate deadlines.
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During the transition period, numerous policy issues were considered at the Assistant

Secretary level within USDA regarding topics related to the block grant. These issues

included: the type and amount of technical assistance to be provided to Puerto Rico; the

limitations to be placed on administrative costs; definition of amounts to be made

avaUable for special projects under the food assistance grant; reporting requirements;

and deadlines appropriate for retailer redemption of coupons. In general) policy decisions

were made that facilitated maximum Commonwealth discretion regarding the new

program. This was consistent with the Administration's position that block grants should

aUow more flexibility for local governments and contain fewer controls on the part of

the Federal government. However) throughout the transition period) procedures were

designed, and tight deadlines were applied in areas where FSP fraud or abuse might
occur.

Approval of the Puerto Rico Plan of Operation

FN$ published an interim rule on March I2, 1982 (7 CFR Part 285.1) to implement the

Puerto Rico Nutrition Assistance Program. Prior to its publlcation) FN$ had solicited

Puerto Rican input on a draft of the rule. In accordance with the legislative intent, the

regulations did not stipulate the approach Puerto Rico should take to provide assistance

to needy persons under the block grant. The intent was to allow Puerto Rico maximum

flexibility to design whatever approach was most workable for them. While providing

this flexibility, the legislation and regulations required Puerto Rico to submit a Plan of

Operation for the provision of assistance to needy persons. Food assistance funds under

the block grant legislation would not be made available until a plan was accepted by the

Department. The regulations required that the plan include the following elements:

o The name of the agency within the Commonwealth responsible for

administering the program,

o An assessment of food and nutrition needs of needy persons,

o A description of how funds would be distributed to needy persons, and

o A proposed budget.

Following receipt of the Puerto Rico plan, the Department was required to approve or

disapprove the initial plan no later than 30 days from the date that the Commonwealth

submitted it to FNS.
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On March 24, 1982 Governor Carlos Romero Barcelo of Puerto Rico submitted to the

Department a plan for implementing the nutrition assistance grant. The plan covered 15

months oi program operation from 3uly 1, 1982 through September 30, 1983. In

reviewing the plan, FNS found that it complied with the March 12, 1981 regulations that

required:

o Sufficient detail to permit analysis and review,

o Assessment of the food and nutritional needs of the needy)

o Targetingoi the program to the most needy persons,

o Reasonable requestof funds,

o Safeguardsto preventfraud)waste and abuse,and,

o Consistencywith allFederal laws.

In addition to the provision of direct nutrition assistance) the Plan of Operation proposed

to spend about iour percent of the grant on agricultural stimulus projects to increase

food supplies and lower prices. The following four proposals for special projects were

submitted by Puerto Rico-

o An expansion of existing projects for production and processing of garden

vegetables, starchy vegetables, pork, eggs) fish and shrimp as well as

sterilization oi milk.

o A plan to control pests and disease in farm plants and animals.

o A comprehensive outreach and education project.

o A plan to provide employment services to nutrition assistance recipients.

A special task force of Departmental agricultural and nutrition specialists was

established by the Secretary to review and make recommendations regarding the

technical merit of three special projects (all except the employment services project).

The recommendations of the task force were incorporated as conditions for approving

thesespecialprojects

On April 23, 1982 Secretary Block announced USDA's approvalof the Puerto Rico

NutritionAssistancePlan with the exception of the specialprojects.On 3une 30, 1932

USDA conditionallyapproved thk-eeof the four specialprojects.The employment

servicesprojectwas not approved on the grounds that itdidnot meet the specific

criteriafor specialprojectsas definedin the NutritionAssistanceGrant regulations.
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A chronological summary of the major Federal activities undertaken in the conversion of

the Food Stamp Program to the Nutrition Assistance Program is included in Appendix A

as Table A-I. The process of dosing down the Food Stamp Program is described in more

detail below.

Closedown of the Food Stamp Program

The major federal activity related to dosing down the Food Stamp Program involved

dosing out ali of the coupon issuance related activities and dosing out the retailer and

wholesaler related activities. Coupon closeout involved three activities, collecting ail

unissued coupons, reconciling inventories, and disposing of coupons in a secure way. The

coupon collection, reconciliation and destruction process was carried out from 3une 30 to

3uly g, 1992.. Personnel involved in this process included representatives from MARO,

the Caribbean Area Office, USDA's Office of Inspector General (OIG) Audit Division and

the Puerto Rico Department of Social Services. The Department of Social Services and

USDA's OIG Audit division representative were present throughout the closeout

operation. The Office of the Inspector General participated in the FNS/DSS cioseout

training session that was conducted on May 19, 1982, and was provided a briefing on 3une

29 as a result of a change in the closeout schedule. Both the OIG and DSS each

maintained two representatives throughout the entire FNS inventory, and OIG was again

represented at the 3uly 9 meeting with the Puerto Rico Police Department's Tactical

Operations Division and at the coupon destruction site on 3uly 12. A workplan for the

collection and counting of unissued food coupons was developed by DSS while the

workpian for destroying the unissued food coupons in Puerto Rico had been developed by

MARO. These pta_s were reviewed by all agencies involved and made final during May

1982.

Coupon Collection. During the Puerto Rico Food Stamp Program) recipients were mailed

monthly authorization to participate (ATP) cards. These cards were exchanged for food

stamps at 106 Commonwealth staffed issuance offices. The Commonwealth stopped

exchanging coupons for ATP cards at noon on 3une 30, 1982. At that time each site

counted their remaining inventory, completed certain accounting documents and

forwarded the inventory to a specified point. The coupons in issuance sites within the

San 3uan metropolitan area were shipped to Wells Fargo's central storage facility in San

3uan-
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Inventories. Erom 3une 30 to 3uly g, the Caribbean Area Office performed the final

count of the endinginventoriesat Wells Fargo and for each of the localissuancepoints,

which had been transferred to nine area offices: Humacao, Carolina, Bayamon, Arecibo,

Aguadillat Ponce, Guayama_ Mayaguez and Caguas.

The finalFNS-accepted inventory,as of 3uly 8, 1982,was 53,162,723,which was broken

down as follows:

V# F Cartons of food coupons
(valued at $39,000 each) in
bulk storage {Wells Fargo Vaults) ................. $1,716,000

Loose coupons in bulk storage ....................... 444,250

Subtotal - food coupons in bulk storage ............... 2,160,230

Subtotal - food coupons from local offices ............ 3,002,673

Total coupon inventory accepted by FINS .............. 3,162,723

Disposition of Coupons. Coupons from each issuance site were placed in tagged and

sealed bags after each count was made and certified by all parties. MARO had arranged

for the assistance of the Puerto Rico Police Department to assure the secure transfer of

coupons from Wells Fargo to the selected destruction site, (a furnace at La Industrial

Siderurgica). Prior to igniting the furnace, three persons, including an OIG

representative, inspected every bag and seal.

A totalof $3,#_3,233in food stamps was destroyed. The breakdown was as follows:

102 Bags of Local Office Ending Inventories ............... $3,002,q73
Less $3,#90 that was turned over to OIG for

investigation ............................................ 3_#90
Subtotal 102 bags ................ 2,998,983

Total 108 bags destroyed .................................. $3,4#3,233

The remaining #6 Type g cartons, worth $1,716,000, were transferred to the Virgin

Islandson 3uly 13,1982.

II-6



Notification of Closedown. As part of the ciosedown operation of the FSP, efforts were

made to assure that authorized retailers and wholesalers as well as bank officials were

advised of the termination of the food stamp program. On April 30, i982 FNS published

an interim final regulation which provided final dates for the transaction of ATP cards

and coupons. These deadlines were as follows: last date for recipients to redeem ATP_s

for coupons, 3une 30, 1992; last date for retailers' to accept coupons from recipients,

3uly 31, 1982; last date for wholesalers and/or banks to accept coupons from retailers or

wholesalers, August 27, ! 982; last date for Federal Reserve System to accept coupons

from banks, September 10, 1992-

As a result of this rule, letters were sent to retailers, wholesalers and banks on May 28,

i 982 and :June 2g_ 1982. These letters advised parties of the closeout dates. Additional

letters was sent to the eight largest banks in Puerto Rico. This was done on May 2§,

1982. Finally, letters including a press release were sent to radio and television

broadcasters in Puerto Rico. These were prepared at the end of 3une and advised

participants as well as retailers and wholesalers of the established deadlines.

A procedure was established for processing claims from retailers who had good cause for

possessing coupons after the August 27, 1992 cutoff date. Legitimate claims were

accepted until November i, 1992. A total of 25 claims were received by FNS. Of these,

four were approved and 2t were denied.

Preventing Fraud and Abuse During the Closedown. USDA activities also concentrated

on preventing fraud and abuse in the Food Stamp Program during the final months of the

program in Puerto Rico. Meetings were held with representatives from USDA's Office of

the Inspector General, Investigations Division; the US Attorney in Puerto Rico and his

staff; and representatives from USDA's Office of General Counsel Emphasis was placed

on the need for active prosecution of retail store violators and publicity of these

activities. Activities to check on retailer compliance were modified so that reports of

noncompliance would be processed quickly, and investigation activity was accelerated.

The Northeast and Southeast Regional Offices of FNS were provided information

concerning disqualified grocers in Puerto Rico. This was done because there was concern

that these grocers might relocate to those regions and therefore avoid being disqualified

for the full period.

II-7



On December 29, 1981, FNS published regulations which terminated almost all of the

wholesalers authorized to accept coupons under the Food Stamp Program. This rule

mandated that authorizations of wholesale food concerns granted prior to January 28,

1982 expire on May 31, 1982. Approximately 600 wholesalers in Puerto Rico were

eliminated from participation in the FSP as a result of this regulation. The

implementation of this rule just prior to the end of the Food Stamp Program in Puerto

Rico was expected to reduce the number of avenues for abuse in the redemption process.

An additional action which was taken to prevent fraud and abuse during the dosedown

was a modification of the time frame for the payment of civil money penalities by retail

food stores that violated program regulations. Alter February 17, 1982, firms that

received a civil money penalty determination were advised that the entire penalty

amount had to be paid by 3une 15, 1982. This modification was made to assure that all

payments were made prior to the end of the Food Stamp Program.

Reorganization of Federal Offices. As a result of the termination of the Food Stamp

Program in Puerto Rico, MARO reorganized the structure of their field staff located in

Puerto Rico. Since there was no longer a need to maintain field offices to monitor

retail lood stores as had been done under the Food Stamp Program, a complete

reorganization took place. By October 29, 1982 all five FNS/MARO offices in Puerto

Rico were dosed and a single consolidated office was opened. The FNS/MARO staffing

level in Puerto Rico was reduced from 32 to 22 employees. This was accomplished

through relocation to other field offices within the regional structure, transfers to other

federal agencies and retirements from FNS.

The entire dosedown of this facet of the Food Stamp Program was accomplished without

any major administrative problems.

Commonwealth Activities

The Department of Social Services (DSS), the agency that administered the Food Stamp

Program in Puerto Rico, had major responsibility in the Commonwealth for the

conversion to the Nutrition Assistance Program. The conversion process from the

Commonwealth's perspective is described below in terms of planning and implementation

of the Nutritton Assistance Program.i/

1/This section is based on two draft reports prepared for FNS by DSS on the planning and

implementtion of NAP.
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Planning of the Nutrition Assistance Program

From the beginning of 198I, DSS analyzed a number of budget cutting proposals being

discussed in the United States for domestic programs including the Food Stamp

Program. Information related to the proposals of the Administration and the U.S.

Congress regarding program funding reductions were received from different sources

including: the Puerto Rico Governor's Office, the Office of the Resident Commissioner

in Washington, and the Puerto Rico Federal Affairs Administration. Among the proposals

under consideration in Congress were block grants for the Food Stamp Program. The

official position of Puerto Rico towards any changes in the Food Stamp Program was that

the island should receive the same treatment as the States of the Union regarding

funding amounts as well as the manner of distribution. For this reason both the Governor

of Puerto Rico, Honorable Carlos Romero Barcelo, and the Resident Commissioner in

Washington_ Honorable Baltazar Corrada del Rio, requested that Puerto Rico be kept

within the Federal Program and opposed proposals for the block grant program.

The Resident Commissioner, Mr. Corrada del Rio, argued against reductions for Puerto

Rico pointing out the difference between the island and the states. Although the Food

Stamp Program started in 196# it was not untU 1972 that the U.S. Congress extended it

to Puerto Rico, and in 1974 it was finally implemented. He also noted Puerto Rico's

unequal treatment compared with the states in other social aid programs such as

Supplemental Security Income (SSI) and Aid to Families with Dependent Children

(AFDC). Mr. Corrada del Rio argued that the large number of persons qualifying for food

stamps is due in part to the fact that Puerto Rico does not participate equally in these

social aid programs. He requested support against the reduction of the Food Stamp

Program for Puerto Rico stating that this would discriminate against the truly needy.

Policy Analyses Prior to Legislation Passage. By July 1981, DSS had learned through

different sources that the Block Grant approval was inevitable. In a letter to Governor

Carlos Romero Barcelo dated June 29, 1981 the U.S. Department of Agriculture noted

that a block grant would be approved by Congress. This letter also presented the

Administration's position on block grants as follows:
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"Block grants to replace existing categorical programs are key policy tools that will

receive increasing attention in the future restructuring of the Federal State

relationship. In essence, block grants make possible decisions about the form and

content of services at a level of government much closer to the people that the

services are intendedto assist".

Prior to the passage of the Puerto Rico Block Grant, DSS considered alternative policies

for the administration of a block grant. Without knowing exactly how the block grant

would be defined, DSS decided that the new program should focus on Commonwealth

needs and that funding should be distributed part in individual benefits and part in

programs of economic development and of decreased dependency.

Officals Who Designed the NAP. When the Secretary of DSS learned about the proposal

to substitute the Puerto Rico Food Stamp Program with a nutritional assistance block

grant, a planning committee was formed to analyze the impact of this change. This

planning committee included: Dr. 3enaro Collazo, Secretary of DSS; Ms. Blanca

LaFontalne, Assistant Secretary of FSP; and Mr. Manuel Porrata, Consultant to the

Secretary of DSS.

Dr, Collazo, as Secretary of DSS, has the decision making authority in the Department.

He also has access to the Governor's Staff, to the Governor's Economic and Financial

CounciJ; and in the United States to USDA officials and the White House Staff. Ms.

Blanca LaFontaine, former Assistant Secretary for the Food Stamp Program and

currently for the Nutrition Assistance Program, has eight years of experience in the Food

Stamp Program at different levels of administration. Mr. Manuel Porrata has six years

of experience as consultant to Secretary Coliazo and for the Food Stamp Program. He is

an Independent Management Consultant with expertise in systems development,

organization and project management.

The decisionto have these three persons participatinginthe preparationof the plan for

implementing the block grant was based on the perceived need to keep it confidential,

the time pressure involved, and the need to expedite the process. It was felt that

decision making would be difficult if many persons were involved. In addition,

confidentiality was considered essential in order to work without outside pressures from

the different sectors (the public, the press, employees, etc.) that were already expressing

opposition to the reduction in Food Stamp Program funding.
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Alternate Benefit Delivery Systems Considered. Conceptualization of the program was

not difficult since DSS had already wished for greater flexibility in program regulations,

and had contemplated the idea of utilizing checks to integrate Economic Assistance and

Food Stamp Programs. It was believed that the use of checks was consistent with the

government's philosophy and public policy of reducing the individual's dependency and

developing seLf-sufficiency while at the same time promoting the DSS goal of program

integration.

The Department of Social Services considered three alternatives for benefits issuance:

coupons, a voucher system, and a cash-out system (checks). These alternatives were

analyzed by considering their impact on costs, on fraud reduction, on administrative

efficiency and the Department's interest in streamlining regulations.

Pro's and con's were considered for each proposed alternative. Internal analysis papers

were prepared and discussed. The following lists the advantages and disadvantages of

each alternative as discussed by DSS.

Coupons were believed to have the following advantages:

o Congressmen and certain public opinion groups would be pleased. They visualize

a direct relation between coupons and funds designed for food purchases.

o Participants already understand the coupon system operations.

Coupons were believed to have the following six disadvantages:

o Involves high administrative and operational costs. Since Puerto Rico coupons

would have to be different from federal coupons for reconcihation purposes,

expenses would include: coupon printin§ costs, food store certification and

auditing, coupon storage and distribution, security guarcls, and local issuance

offices. Higher costs would mean less funds available for benefit distribution.

o Requires developing a more strict control system since fraud was a major

problem in the Food Stamp Program. Violations to the law occurred at

participant, retailer, and employee levels.
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o Fraud cases or coupon's loss would mean the Commonwealth government would

lose money.

o It was difficult to prosecute food retailers who violated the law because

participants were not willing to testify.

o The food stamps created resentment and stigmatized participants by clearly

identifying them as program recipients. Resentment against them was harbored

by non participants who envisaged food coupons recipients as individuals who did

not have to work for their food purchases while they had to work for their food.

o Long hours waiting in line and crowding in local offices affected the

participant's dignity and seLf-esteem.

Vouchers were thought to have one advantage:

o The recipient's name appears on the voucher, thus reducing the possibility for

transference to non-authorized individuals.

Vouchers were discussed as having disadvantages similar to coupons and certain unique

disadvantages as follows:

o Problems would be similarto those of coupons,e.g.,printingcosts,storage,

distribution, reconciliation, food store certification and auditing.

o Control for doUar amount in excess of the purchase would not be feasible for

the program. Food stores would have to establish their own controls through a

credit voucher.

o High administrative costs for food stores and for banks that received voucher

deposits.

The following six advantages regarding checks were identified:

o Operational costs would be reduced. No need to certify or audit food stores,

nor to maintain coupon issuance offices, security guards, or coupon storage or

distribution.

o If high security checks (to be used) were cashed by food stores without asking

for proper identification the food store owner would lose the money, not the

Commonwealth.
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o Reconciliation process would be simpler.

o Administrative bureaucracy and regulations would be simplified.

o Waiting lines and crowding in local offices would be eliminated.

o Participant stigma at the moment of paying would be eliminated.

Checks were believedto have the followingtwo disadvantages:

o Check system offers no guarantee that benefits will be used to buy food and not

to satisfy other needs.

o Small retailers would need more cash at hand in order to accept checks.

The Presentation of Alternatives to the Federal Level. On September 13, 1981, a White

House Task Force visited the island to discuss the Administration's proposed changes with

Puerto Rico government officials. On that same date USDA officials met with the

Puerto Rico committee in charge of developing the new Nutrition Assistance Program

for relevant discussions. The USDA officials were Mr. WUUam Hoa§land, Mr. 3ohn Bode,

Mr. Ralph Picone, Mr. 3aime Rivera, and Mr. 3ames Hinchman. Dr. Collazo, Mr.

Porrata, and Ms. LaFontaine presented officially the preferred check issuance

alternative. The USDA officials and DSS verbally consulted the Office of General

Counsel of the U.S. Department of Agriculture who gave a favorable opinion indicating

that the law allows the use of checks if requirements are met for calculating benefits by

considering the incomes and expenses of the applicants. Likewise, the discussions gave

USDA the basis to prepare the preliminary regulations that were sent to DSS for

comments. A rough draft of these regulations was sent to Puerto Rico in October 1981

and served as support for the preparation of the first draft of the State Plan of

Operation.

Preparation of the NAP Plan of Operation. There was significant time pressure to

produce a Plan of Operation for the new program due to the fact the block grant was

mandated on August 18, 1981, and the deadline for submitting the Plan of Operation was

April l, 1982. AIl available information was collected regarding impacts of the reduced

program funding on program administration, operations, and recipient benefits, and on

the general island economy. Personnel from diiferent DSS Divisions were consulted to

obtain essential information for the preparation of the Plan. These included: The Office

of Information Systems, Finance Division, and the FSP Certification Division. Analysis
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of FSP regulations was made in order to either eliminate or modify those that were not

useful In addition, computer simulations to determine the assignment of benefits to

various income levels were made taking into consideration the reduced funding level

under the block grant.

In developing the Plan of Operation for the new program the Department of Social

services had as its major concern a benefit issuance that would support the truly needy

more or less at the previous FSP levels, while at the same time promoting a sense of

responsibility and self-sufficiency. Therefore, cash benefit issuance was combined with

an educational project to teach households to budget their food purchasing money, to

make a wise selection of foods, and to protect the nutritional needs of household

members. An additional objective of this project was to educate recipients regarding

program rules and procedures. The proposal for the educational project was written in

coordination with the Department of Consumer Affairs (DACO), the Commonwealth

agency believedto have the necessary resourcesto develop the project. Also takinginto

considerationthe high rate of unemployment a specialprojectwas designed to help

recipients of the new program find jobs. In addition, to the educational project and jobs

project, two special project proposals were designed to cover the agriculture sector.

These projectswere developedin coordinationwith the Puerto Rico Department of

Agriculture and respond to the interest of the Government in decreasing the island's

dependency on imported food. At the same time the projectswere intended to promote

the economic development of the island,provide new jobs,and reduce the dependency on

federal economic assistance. The proposed projects were:

o A program providing services to farmers for the control of pests and diseases

which are harmful to farm plants and animals. The objective of this program

was to increase the capability of farmers to control the damage caused by

insects, parasites, and diseases in farm plants and animals so that losses in food

production could be reduced significantly.

o A program for the production, processing and marketing of garden vegetables,

starchy vegetables, pork meat, shell eggs_ fish, and shrimps, and for the

estab!ishment of a milk sterilization plant. This program expanded six existing

projects.
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ApprovalWithintheCommonwealth and Approvalby USDA. By November 11,1981,DSS

hadalreadypreparedtheStatePlan'sfirstdraftafterperformingtheneededanalysis

regardingregulations,costs,and computersimulationsrelatedtobenefitsreduction.

Once theDSS planrdngcommitteeagreedon themost favorablealternativeforPuerto

Ricoand theSecretaryapprovedit,theirdecisionhad tobe clearedthroughtheofficeof

the Governor.

The Governor's special aide and Social Service Agency coordinator, Mr. 3ose Alcala,

presented the alternative jointly with the DSS Secretary and other members of the DSS

planning committee to the Governor's Economic and Financial Council. The effect of the

proposed change, especially the cash system of benefit issuance, was considered in

discussions with the Council. Effects of the change on the different significant sectors

of the economy, such as agriculture, commerce and industry, were discussed. However,

due to the lack of sufficient time, economic impact studies and opinion poUs of different

interest sectors, although desirabie_ were not conducted. After analysis of the drafted

plan and further discussion meetings, the Governor's Economic and Financial Council

endorsed the check alternative. The drafted plan was presented at a meeting held by the

Office of the Governor and final approval was granted.

on February23,1992,GovernorCarlosRomero Barceloannouncedthechangetoa check

system,duringa pressconferenceata meetingoftheNationalGovernor'sAssociationin

Washington D.C.. The DSS Planning Committee and FNS officialscompleted their

discussionsand negotiationsforthedraftplan'sreview,and the PlanofOperationwas

submittedtoUSDA on March 2q,1992- The SecretaryoftheDepartmentofAgriculture,

Mr. 3ohn Block,approvedthePlanon April23,1982. However,noneofthespecial

projectswere approvedatthattime.

Approval of the NAP Special Projects. Four special projects were submitted for approval

as amendments to the Plan of Operation. Proposals were submitted to FNS in April, May

and 3une 19S2. Each project proposal was separately reviewed for approval.

,au_employment services project was proposed to estabIish a special employment referral

system for NAP participants. It was denied on 3uly 30, 15_g2since it did not meet the

[egistative intent to improve or stimulate agriculture, food production or food
distribution.
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A proposalfor a NutritionEducation Projectwas originallyprepared by Puerto Rico's

Department of Consumer Affairs(DACO) and submitted by DSS. The proposalwas

conditionnllyapproved on 3une 30, 1982. Extensiverevisionswere necessarysincethe

proposedincludedprovisionsfor outreach and education relatedto the conversionfrom

FSP to NAP. After considerablediscussionand revisionitwas decided that the project

would be administeredby DSS, and a new proposalwas submitted. Thisproject

emphasizes proper nutritionand budgeting techniques. Itwas fullyapproved on 3anuary

14, 1983.

Two agricultureprojectproposalswere submitted one for the production,processingand

marketing of food,and one for the controlof pestsand diseases.These two proposals

were submitted by the Puerto Rico Department of Agriculturethrough the Department

of SocialServices.Itwas decided by FNS that given the technicalnature of these

proposalsitwas preferableto transferthe USDA review,approvaland oversight

responsibilityof the projectsto USDA's Office of InternationalCooperation and

Development (OICD). USDA recommended revisionsto the proposalsand the focusof

the projectswas changed. The projectfor the production,processingand marketing of

food became a loan bank to encourage these endeavors. The controlof pestsand diseases

projectbecame a tickeradicationproject.Conditionalapprovnl was given to these

proposalson 3une 30, i982. Subsequent revisionshave been handled by OICD. FNS

maintainsfinancialreview responsibilityfor these projects.

What oppositionto the planoccurred'?.Since the generalpublicin Puerto Rico had no

informationregardingthe benefitscash-outfor the NutritionalAssistanceProgram until

the State plan was approved by the Governor, the initialreactioncame from federaland

localgovernment officialsconcerned with the plan.

In hisletterof November 17,1981,to Governor Romero Barcelo,the Resident

Commissioner, Corrada del Rio, presentedvariousnegativeaspectsof the contemplated

change from coupons to cash-out. Mis major concern was the appearance of the new

cash-outprogram, withinthe differentpower circlesin the U.S.,as a publicwelfare

program. According to Corrada del Rio thisimage would affectthe politicalagenda for

Puerto Rico in the United Statesand ultimatelycause largerreductionsin the block
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grantfunds. He believedthat Puerto Rico could appear to have the largestpublic

welfare program withinthe United Stateswhich would undermine the Commonwealth

administration'sintentto achieve state-liketreatment for other programs such as SSI,

AFDC and Medicaid. For thisreason Corrada proposed that the new program should

guarantee that the money would be used for nutritionalassistanceby needy householdsin

Puerto Rico. His second concern had to do with Congress'implicitmandate to stimulate

Puerto Rico'sagriculture.Resident Commisioner Corrada considereditessentialthat

partof the funds be assignedfor agriculturalprojectsso as to ensure the defenseof the

new plan.

Dr. 3enaro Collazo,Secretaryof the Puerto Rico Department of Social Services

answered Corrada's concerns in a letter dated December I§, 1981. He informed Mr.

Corrada that the legalityof the check system was discussed months ago with the FINS

Administratorand the USDA Office of General Counsel. The legalopinionwas that if

variablessuch as income, expenses,unemployment, etc.were used in the NAP eligibility

certificationprocess,the NutritionAssistanceProgram would comply with the block

grant law. In addition,if NAP was combined with a nutritional education program it

would alsocomply with participants'nutritionalneeds accordingto the law.

After the announcement of the new ¢_sh program, major oppositionto the change arose

from the bankingsectorand businesscirclessuch as food wholesalersand retailers.

Publicarguments againstthe new program were based on the beliefthat checks would

lead to misuse, fraud, and purchasing of non-food products and services. Excerpts from

press coverage in Puerto Rico prior to the implementation of NAP are included in

Appendix A.

A furtherindicationof publicopinionpriorto the implementation of NAP can be seen

from a I>ollconducted by StanfordKlapper Associates(ElNuevo Dia_ May 13, 1992). The

resultsof thispollof 1,250households,37 percent of whom were food stamp recipients,

showed that the majority,(47percent)preferredthe continuanceof the Food Stamp

Program; 24 Percent preferredchecks; 13 percentdeclinedto comment; and 14 percent

were undecided.

A chronological summary of the major Commonwealth activities undertaken in the

conversion of the FSP to the NAP is included in Appendix A as Table A-2. The

implementation of the Nutrition Assistance Program is described in more detail below.
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Implementation of the Nutrition Assistance Program

The Nutrition Assistance Program was put in operation on schedule during 3uly 1982.

Recipients' checks were mailed beginning on the first week of 3uly. This section briefly

describes implementation activities begining in May 1982 after the approval of the Plan

of Operation for NAP and continuing until September 1982. While the majority of

implementation activities were completed by 3uiy, refinements and revisions occurred in

certain areas after the program start-up date of July 1.

Following USDA approval of the Plan of Operation for NAP on April 23, 1982, the

Commonwealth had approximately two months before the required start-up of the new

program. During this time the Department of Social Services (DSS) completed the

reorganization of the program's administrative structure, specifications of NAP program

regulations and procedures, and development of the computerized check issuance

system. Much of the organizational structure and program features of the former Food

Stamp Program (FSP) were retained making this part of the program conversion simpler

than otherwise would have been the case. However, a substantially different

computerized system had to be developed and made operational by the 3uly deadline.

Each of these areas is described below in terms of the outcomes of the implementation

process.

Additional activities that were carried out during the implementation period are also

discussed below. These include: training of program personnel, public education through

a mass media campaign, and responding to recipient information requests and

complaints. This section also includes a discussion of implementation problems. Finally,

a summary of press coverage during the implementation period is included to provide

additional perspectives on the program implementation.

NAP Administration and Organizational Structure. The administrative structure of NAP

underwent a minor reorganization but remains very similar to what existed under the

FSP. The Nutrition Assistance Program is administered by the Puerto Rico Department

of Social Services, the agency formerly responsible for the Food Stamp Program. The

organizational structure of NAP includes three basic levels of activity, i.e., central,

regional and local office operations. At the central level the changes from the FSP

include:
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o Assignment of two special aides to the Assistant Secretary under NAP in place

of one under the FSP; (these aides have assumed responsibility for evaluation

and monitoring functions under NAP,)

o The name change of two of the central administrative divisions: the Food

Stamps Transaction Reviewing Division to the Transactions Division; and the

Division of Information and Education to the Division of Communication and

Nutrition. (The Transactions Division is expected to be eliminated in 3une

1983.)

Responsibilities for NAP operations within the Department of Social Services are as

follows.'

o The Assistant Secretary for NAP in coordination with the Office of the

Secretary of Social Services sets program goals and policy and serves as the link

between the federal and state authorities that have responsibilities related to

NAP.

o The Training Division is responsible for developing the skills of NAP personnel.

o The Office of Information System has designed and administers the

computerized procedures for NAP.

o The Assistant Secretary for Administration is responsible for budgetary

matters, handles personnel transactions, facilitates the purchase of necessary

materials and equipment, etc.

o The Assistant Secretary for Planning and Development provides technical

resources for planning and directly supervises program evaluation activities.

The regional structure of NAP is identical to that used for the Food Stamp Program since

it corresponds to the one established for all of the Department of Social Services. There

are 10 regions: Aguadilla, Arecibo, Bayamon, Caguas, Carolina, Guayama, Humacao,

Mayaguez) Ponce, and San 3uan.

The total number of NAP local offices is 10% which represents a reduction of two offices

when compared to the FSP. The personnel and caseload of each of these two offices

were merged into existing offices.
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In addition to central, regional, and local offices the administration of NAP requires

coordination with the following public agencies for the purposes listed below-'

o Government Development Bank: the reconciliation of NAP benefits

account.

o Department of Consumer Affairs(DACO): the development of the special

education program.

o Department of Labor: the development of the special employment program

at municipal level.

o Department of Agriculture and related agencies: the preparation of

agricultural development projects.

o U.S. Department of Agriculture: ongoing block grant reporting, monitoring

and evaluation.

Although the NAP maintained a similar organizational structure to the former FSP,

fewer administrative service operations were needed for NAP than were needed for the

distribution and exchange of food stamps under the FSP. During the implementation of

NAP there was a reduction in the number of available program positions. Of t_,679

available positions only 3,603 were filled during June 1982 and this number was reduced

by 770 positions, (21 percent) to 2,833 in September. Vacant positions accounted for

1,092 of all available positions in June 1982 and these were reduced by 58 percent to 631

available vacancies during the September 1982 NAP.

Characteristics of NAP Operational Criteria. The major program change implemented

under NAP was the change in form of benefit issuance. NAP benefits are issued by check

rather than through the former ATP (Authorization to Participate) card and food coupon

system. Otherwise, essential program features parallel the eligibility and benefit

determination features of the former FSP. Specific provisions rather than program

features were changed to bring the program within the reduced budget provided by the

block grant. The specific program regulations and procedures were revised slightly

during the implementation period but are basically what was submitted during March

1982 as part of the NAP Plan of Operation.

NAP eligibility is based on an assets limit and gross income (the annual equivalent of

$8,000 for a household of four). A net income determination for elderly and disabled

households is used in a similar manner to the earlier FSP. Households with no income are
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authorizedtoreceivebenefitsat90 percentofthevalueoftheformerThriftyFood Plan

forPuertoRico_-2/ For householdswithincome,30percentofnetincome issubtracted

from thisreduced Thrifty Food Plan to determine benefit amounts. Net income equals

gross income less specified deductions: 20 percent of earned income, a standard

deductionof $40perhousehold,a maximum excessshelter/dependentcaredeductionof

$#0,and a maximum medicaldeductionof$I00forpersonsdisabledorage 60ormore

years.

If authorized benefit claims under the provisions described above ctiffer from available

funds, all household benefits are adjusted equally upward or downward by the proportion

required to bring claims in line with available funds. This is accomplished by application

of a monthly formula to a computerized master file. Table 0-1 summarizes the basic

provisions of NAP as actually operated'by the Commonwealth of Puerto Rico from July

through September 1982. (For comparison of the major differences in program eligibility

and benefit provisions between NAP and the earlier FSP see Table UI-I in Chapter III of

this report.)

As described earlier the Nutrition Assistance Program like the Food Stamp Program is

financed by appropriations from the U.S. Federal Government. However, in contrast to

the FSP, the federal appropriations available to NAP are not open ended, but are capped

by the block grant legislation. The $825 million in 1983, was budgeted under NAP into

three major categories. These are listed below with the budget figures under the current

Plan of Operation for NAP.

NAP Benefits $770t83%6#8

Administrative Expenses 25_057,620

Special Pro iec:ts 29,107, 700

2--/TheUSDA Thrifty Food Plan s_ifi_::the_ mt of an inexpensive but nutritious diet
and is the basis for benefit iss_ .umh_..._ FSP A separate and lower Thrifty Food
Plan was used in Puerto Rico com_ed with the one used foe the Food Stamp Program on
the mainland. The basis for the different plans was both the cost of foods in the two
locations and the types of foods considered normal to the diets of the two populations. In
June 1982, Puerto Rico's Thrifty Food Plan allowed a family of four with no income a
monthly FSP benefit of $221 while the Thrifty Food Plan for the continental U.S. allowed
$ 233 for such a family.
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Table II-1

Summary of Provisionsof the Puerto Rico
Nutrition Assistance Program (NAP) _

Program Purpose
- To meet nutrition needs.

- NAP istargetedto meet basicnutritionneeds of householdswith annual incomes
below $g, O00, and primarily those with annual incomes below 55,000.

Program Characteristics
- Benefit checks issued by mail.
_ If necessary, household benefits will be varied on a monthly basis to meet budget

goals. Benefits are reduced by the same proportion for all households.
- Basically the same administrative structure as under the FSP.

Eligibility
- $667 maximum monthly income for household of four. Maximum income for

other household sizes adjusted proportionately using food stamp gross income
tables in effect June 1982.

- Elderly and disabled households meet net income standard in similar manner to
FSP.

- Residence, citizenship, and alien status requirements the same.
- Resources allowed: $1,000 per household;S3,000 per elderly or disabled

household and defined as in July 1979 regulations for FSP.
- An authorization form allowing verification of household's financial

circumstances must be signed by each adult household member.

Authorized Benefits

- Ten percent reduction from June 1982 Thrifty Food Plan levels.
- No benefit payment under 510.
- Deductions used to derive net income:

o earned income deduction, 20 percent of earned income;
o standard deduction, 540;
o excess shelter/dependent care deduction, 540 maximum;
o medical deduction, 5100 maximum for persons disabled or aged 60 or more

years.

Actual Benefits

- Vary monthly according to funds available for distribution.

Definition of Households

- With minor exceptions, all persons under the same roof are household members,
even if they purchase, prepare, or consume food separately.

- Members temporarily away from residence such as students or workers are not
considered separate households.

Some aspects of the Plan of Operations were revised. This summary reflects the most
current information regarding NAP provisions as of December 1982..
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Table II-1 (Continued)

Certification
- DSs has 60 days to complete certification. Benefits are issued for the first

month following the date of certification.
- An "emergency issuance service" is available for the "very needy",
- Verification required includes:

o Residence o Medical Expenses
o Identity o Household Expenses
o Alien Status o Social Security Number

- Households will be "visited" by DSS caseworkers for verification without notice.
Lack of cooperation or "impossibility" of verification would disqualify the
household for assistance.

- Only one appointment will be given. If that appointment is missed, applicant
must reapply. This is also true for recertification of participating households.

Work Requirement
- No registration for employment required.
- Special employment referral system.

Other Provisions
- Penalties for fraud and abuse are outlined.
- Claims will be pursued up to ten years.
- A quality control system is maintained.
- Financial reporting will be done similarly to FSP.

Special Projects
- Establish a low interest loan fund to develop the production, processing and

marketing of certain agricultural products, $15,000,000.
- Create a crop protection and tick eradication project, $6,g00,000.

- The above two projects are administered by the Puerto Rico Department of
Agriculture. Oversight responslblity has been delegated to USDA's Of[ice of
International Cooperation and Development.

- Nutrition Education Program, $4,606,3_2. To be administered by Puerto Rico's
Department of Social Services.

I,II

Source: FNS l ?g3 Evaluation of the Puerto Rico Nutrition Assistance Program. Analysis
of NAP operational procedures.
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The Use of Computerization Under NAP. The Office of Information Systems of the

Department of Social Services designed and is responsible for all computerized functions

under NAP. This office provides computerized information management in order to:

o Record all households certified as eligible for NAP with detailed

characteristics of their eligibility on a master file.

o Coordinate with the Government Development Bank of Puerto Rico the

check reconciliation process.

o Cross reference such features as social security numbers; retroactive

benefits and claims against households; benefits issued in regular and

supplementary runs of issuance each month to avoid duplication or

overissuance of benefits.

The computerized files receive information recorded by NAP technicians on program

coding forms as input. The master file is examined around the 26th or 27th day of every

month with the purpose of making the following three actions:

o Closing all cases that have been inactive for 30 or more days,

o Inactivating the cases whose period of certification has expired because

they are pending recertification, or

o Authorizing the issuance of benefits to eligible cases.

Once this examination is completed and the masterfile is updated, the data are

forwarded to the Assistant Secretary for NAP whose office develops the pro rata benefit

adiustment factor. For further information on the pro rata benefit ad)ustment factor see

Chapter III.

The actual benefit checks of the eligible cases are issued by regular and supplementary

runs. Each run is handled in 10 batches, based on the last digit of the household's social

security number. A supplementary run is done around the 10th day of every month to

cover new cases and the recertifications that were not entered in the regular runs. The

checks are mailed depending on the date of the batch printing.

The Office of Information Systems prepares a monthly schedule that governs the check

issuance procedure. This schedule, which is sent to the local and regional offices of

NAP, includes:
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o Cutoff dates that specify the last day that local and regional offices can

handle cases effective on the following month;

o Printing date of the check batch according to their code digits; and

o Mailing date.

An arrangement was made with the banking industry to ensure that NAP checks are not

mailed on the same day as Social Security checks. The banks felt that this would help

prevent long lines and excessive workload. The mailing schedule reflects this

agreement. The dates of the schedule will be adjusted to the possible volume of work in

the banks on specific work days.

Training of Pro,ram Personnel. The Training Office of the Department of Social

Services worked closely with the Office of the Assistant Secretary for NAP in planning

and developing the NAP personnel training activities. By April 1982, a central work

team was established; it was directed by a Training Specialist and included three

representatives from the Certification Division and two from the Training Department.

This team studied NAP regulations and procedures as compiled in the program handbooks,

and developed a training plan. Training took place in stages from May to August 1952.

The first stage was the training of instructors. From May 7 to May 12, the central work

team trained a total of 61 regional and local supervisors and managers of NAP who would

later train local case workers. There were some difficulties in using adequate material

in this initial training since the regulations and procedures handbooks were still in the

process of being reviewed.

The second stage was the training of case workers. The case workers were divided into

two training groups. In each of these groups there were representatives from each of the

local offices, so that uninterrupted services could be offered during the training period.

the first group of case workers received training in the regional offices between June 7

and June 18, 1982. On returning to the local offices, they began taking care of FSP

applications that would be converted to NAP applications and cases on July 1. The

second group was trained in a simil ar manner fro m June 21 to July 2, 1982. The sum

total of persons trained was 1,811, subdivided into 80 sections for discussion and study

purposes.
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The third stage was the training of officials at the central level. During August 1982,

central personnel from units like the Board of Appeals and the personnel of the Internal

Audit Section who audit the Program's development, were trained in the central offices

of NAP. In this case, the three representatives from the Certification Division that were

part of the training team served as instructors.

By September 30, 1982 all the training activities planned for the implementation of the

program had been completed. The accumulation of practical working experience with

the new program has required the revision and refinement of some of the established

procedures. This is being accomplished by memoranda, official communications, and by

direct supervisioru

NAP Educational Campaign through the Mass Media= During the NAP implementation

period - May to September 1982, public information on the Program took three forms:

o An organized publicity campaign for advertising the close-down of the FSP

and the beginning of NAP through the press, radio, and television was

developed during May and June by a publicity agency.

o News and information related to the close-down of FSP and the

implementation of NAP was disseminated to the mass media using press

releases of the Department of Social Services. These reported important

activities of the Secretary of Social Services, the Assistant Secretary for

Nutritional Assistance, and other officials of the Department by

commenting on the public statements by different federal and state

officials, community leaders, and individual citizens; and

o By personal appearances by the Secretary of Social Services and the

Assistant Secretary in the mass media and in different community

organizations.

During the week of May 17 to May 21, daily radio spots were broadcast by 35 stations

across the bland. An average of t_t_spots per station were broadcast. The subjects

covered were: the issuance date of the last food stamp authorization (3une 30 at noon);

the last day for the use of food stamps (July 31); the termination of FSP, and the

implementation of NAP checks; warnings about checks: will be sent by mail, only

recipients can use them, may be cashed in banks or in food selling establishments.
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During the periodMay 5 to May 2#,vaneadvertisementsdescribingthe new program

were publishedin four major newspapers: FA Nuevo Dia,FA Mundo, El Vocero, and the

San 3uan Star.

During the weeks of 3une 7 to 3une 11,and 3uly 15 to 3uly 21;dailyradiospotswere

broadcastcoveringthe island.The same topicswere covered as duringMay and an

average of 120 spotsper stationwere broadcast.

On 3une 1_, 15, and 16 articles on NAP were published in the three newspapers with the

largest circulation. The subjects covered in these articles were- the purpose of NAP;

implementation date; eligibility criteria; payments by checks) the handling of checks

including that they will be sent by mail to recipients, can be cashed in food stores or

banks. Additional subjects included, acceptable identification to be used when cashing

checks, warnings on recertifications, and telephone numbers for more information.

Finally, from 3une 18 to 3une 26, 22 television commercials were broadcast. These

commercials repeated the same kind of guidelines as had been published in the

newspapers and broadcast by radio.

Recipient Requests for Information and Complaints. As was expected, the substitution

of FSP by NAP generated a response from the participants in these programs as

expressed in requests for information and complaints. The Office of Informat[ °n and

Education of the Assistant Secretary for Nutritional Assistance had established at the

central level a telephone "Hot Line" to take care of recipient requests. During working

hours three technicians are available to receive calls. Calls made during non-working

hours are recorded by electronic means_ taken care of later, and then the clients are

informed of the circumstances of their cases. The local and regional offices provide the

number of the telephone "Hot Line" to clients that visit them.

The Office of Information and Education also received requests and complaints by

correspondence and by visits of interested clients. Nevertheless, the "Hot Line"

telephone number proved to be the fastest means to take care of requests during the

NAP implementation phase: 3uly to September 1982. During that time frame 4,810, or

$t. 1 percent of the 5)730 requests and complain:s were taken care of by the "Hot Line".

Table II-2 summarizes data on household inquiries through telephone, mall and visits

during the implementation phase.
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Table II-2

Distributionof RecipientRequestsforInformationand Complaints
RecievedintheDSS OfficeofInformationand Education

During3ulytoSeptember 1982by TelephoneHotlineorby Mail/Visit

Received by
TypeofRequest Telephone Receivedby
orComplaint "Hot Line" MailorVisit Total

Benefitchecknotreceived 3,117 029 3,506
(60.7) (07.13 (61.93

Reason for being determined 736 25 761
ineligible (15.33 (2.7) (13.3)

Requesttelephonenurnber 278 71 309
oflocaloffice (5.$) (7.8) (6.13

Desiretoparticipatein NAP 158 122 280
(3.3) (13.0) (4.9)

Request inlormation on new 135 31 166
regulations (2.8) (3.0) (2.9)

Inforrn al corn plaints and/or 86 18 100
appeal (1.8) (2.0) (1.8)

Reporting possible fraud 30 37 71
(0.7) (0.13 (1.23

Request change 56 31 87
(1.23 (3.0) (1.53

Other 1/ 220 133 353
(0.0) (10.73 (6.2)

Unknown 0 13 13
(0.03 (1.03 (0.2)

Total 0,820 1,910 5,730
(100.03 (lOO.03 (100.03

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program.

Note: Numbers in parentheses are column percentages.

1--/Includes: request for information of actions taken, file/case transfer, applications for
retroactive benefits, withdrawal from program.



Implementation Problems. In the light of the magnitude of the administrative and

service operations required to send the NAP benefits to eligible families, it is hardly

surprising that the implementation of these operations faced difficulties and

deficiencies. Among these were the following:

o The haste of designing the systems of computer programs prevented their

being cleared before their operational use. On using them it was necessary

to correct some programming errors.

o Deficiencies in the manufacture of the special mailing envelopes for checks

forced extra work shifts to stuff envelopes.

o Technicians and personnel at the local and regional offices faced some

difficulties in filling out correctly the coding forms required by the

computerized system. These deficiencies were addressed through

retraining and revision of computerized forms.

Press Coverage of NAP Implementation. The Department of Social Services collected

information published during 3une through September 1982 by the four principal

newspapers in Puerto Rico on the implementation of NAP. Ninety-four articles were

collected, and their content was classified. Results showed that the majority of the

articles (56 percent) provided general information about the new program. Five percent

of the articles expressed both negative and positive views, white 12 percent expressed

predominantly positive views, and 27 percent expressed predominantly negative views

regarding NAP. Thus, of all articles that could be classified as critical or supportive of

the new program, over twice as many expressed criticism of NAP.

The press coverage that was favorable toward NAP tended to be descriptive accounts of

characteristics of the new program and opinions by different leaders including the

Secretary for Social Services regarding the new program. In addition, bankers'

expectations of major problems under NAP were not realized, and, as a result, they

expressed a more receptive attitude toward NAP.
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The unfavorablenews relatedto NAP during the implementation periodincluded

continued criticismby food retaUers. The major issueswere the misuse of NAP benefits

for non-nutritionalpurposes,complaints that small retaUersdo not have sufficientliquid

assetsto cash checks,and reportsof plungingsalesamong food sellingestablishments.

Opposition to the dismissal of NAP employees was expressed by the Brotherhood of

SocialServicesTechnicians.This organizationalsocriticizeddeficienciesand

disorganization during the implementation of NAP and in the training of personnel.

Recently they have also suggested that verification visit procedures used under NAP are

facing difficulties because of poor organization by DSS.

Additional criticism of NAP during the implementation period included the following

subjects: allegations of "party politics" in the distribution of NAP benefits; the number

of stolen or lost NAP checks; and the treatment of Puerto Rico as a "guinea pig" under

NAP.
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Chapter III

Nutrition Assistance Program Operations Compared to the Earlier

Puerto Rico Food Stamp Program.

This chapter will focus on the operational differences between the Food Stamp Program

(FSP) and the Nutrition Assistance Program (NAP). In particular, the chapter will

analyze the impacts of these operational differences on participation, benefit levels and

administrative costs. Further, indicators of program security and the potential for fraud,

waste and abuse will be examined under both programs. Enhanced anti-fraud, waste and

abuse efforts under NAP will be described.

Summary of Findings

Average monthly participation during the first Six months of NAP was about 10 percent

less than what might have been expected under the FSP. Most of this decline was due to

the initial conversion of FSP participants to the more restrictive eligibility requirements

of NAP. A smaller number of applications and more intensive verification procedures

contributed to a continuing decline through December. In large measure, the

characteristics of NAP participants were very similar to those of FSP participants,

although there was a slight shift towards lower income households. The average monthly

value of program benefits over this period was about 15 percent less than what might

have been expected under the FSP. There also appears to have been significant

administrative cost savings, at least partly because benefits are issued as checks instead

of coupons, but this comparison is very limited by the quality of the information now

available. Finally, Puerto Rico substantially enhanced program operations to limit the

opportunity for fraud, waste and abuse. Thus, NAP checks appear to be less vulnerable

to fraud than food stamp coupons.

Procedural Differences from the Food Stamp Program

As described earlier in this report, the major procedural differences between NAP and

the earlier FSP in Puerto Rico result from the reduction in program funding levels and

the change from coupons to cash benefits.

Under the FSP, households who applied and were determined eligible 'to participate in the

program received a monthly Authorization to Participate (ATP) card in the mail.

Households were then issued their specific monthly benefits in the



when they presented their ATP card at local FSP issuance offices. Under NAP, however,

eligible households receive their specified ,nonthly benefits by mailed check.

The eligibility and benefit determination features for NAP parallel the procedures used

under the earlier Puerto Rico FSP. As can be seen in Table III-1 specific provisions

rather than program features were changed to keep NAP within the reduced budget

provided by the block grant.

Determining Eligibility and Benefits. Table III=1 shows that eligibility for NAP is based

on lower limits on income and assets than existed under the FSP. The asset limit for

NAP is $1,000, and the monthly gross income limit is $667 (the monthly equivalent of an

$8,000 annual income) for a household of four. This is a 27 percent reduction from the

gross income eligibility limit used during the last month of FSP operations. From the

update limits which would have been effective on July 1, 1982, this represents a 34

percent decline. As under the FSP, different net income and asset limits are used for

elderly and/or disabled NAP households.

Table 11I-1 also shows that for NAP households with income, authorized benefits are

reduced by 30 percent of net income, the same benefit reduction rate used under the

Food Stamp Program. As under the Food Stamp Program, net income under NAP equals

gross income less specified deductions. However, with the exception of the shelter/child

care deduction of $40, these deductions differ under NAP. The earnings deduction was

increased (from 18 to 20 percent), the standard deduction was decreased 20 percent (from

}50 to $40) and the medical deduction for elderly and disabled households was changed so

that there was no minimum payment ($35 under the FSP) before the deduction could be

claimed. The medical deduction for these households was instead capped at $100 per

month.

Under the Food Stamp Program households with no net income received food stamps for

the full value of the Thrifty Food Plan for that household's size. However, under NAP,

Puerto Rico's Thrifty Food Plan has been reduced 10 percent so that households with no

income are authorized to receive cash benefits that are valued at 90 percent of the
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Table III-1

Couparison of Provisions for Eligibility and Benefit Deteruinations in Puerto R._co

Nutrition Assistance
Provisions Food Stap Protrau_ Pr siren

i

Asset I_Luic $1,500 (nonelderly) $1,000 (nouelderly)
93,000 (elderly) 93,000 (elderly)

Gross $10,985 Annually 98,000 Annually

Intone ZltgibLlicy ($916 Honthly) I ($667 Hoachly)
L_t (Household
of 4)

Net $8,460 Annually $6,136 Annually

_come L_nit ($705 Honch_y) I ($513 Monthly)
(Household of 4 v_ch
Elderly or Disabled)

Earnings Deduction 18 percent 20 percent

Standard Deduction $50 $40

Shelter/Child Care $40 max_nm $40

Hedicel Deduction Excess above 935 9100 nex_n_

Benefit Reduction hie 30-' .of nec intone 30Z of nec intone

Certification 30 days area dace of 60 days frou date of
Standard application application

Pa_nent Period Free dace of First mouth after dace of
application certification

Kax_un Benefit $199 plus or UL_2us pro
(Household of &) $222 rata uonchly edJusmenc

Jttu_ Benefit $10 for ! and 2 Households eLtgible

Eligible House- person households for benefice belov
holds $10 receive $O

Pro Eaca Benefit' Variable (applied uouchly
AdJuscnenc None aa benefit cla_,ns d_fer

free ava_.lable funds)

tit t t ttet t t t tt t

Source: I_S 1983 Evaluation of the Puerto JLtco Nutrition Assistance ProsTmn.
HAP PLan of Operation.

1 The gross income l_nit vould have been adjusted upvards on July 1, 1982
to $1,008 a month if the Food Stamp Program had continued in Puerto R_co;
the nec _ncfime lt,n_C wou_d have been $775.

2The Thrift Food Plan vould have been adjusted upvards on October 1, 1982
to $238 per month for a household of four had the Food Stamp Progra2n continued.



former Thrifty Food Plan l.J/ In using this reduced Thrifty Food Plan, the Commonwealth

was able to assure that all households of the same size received the same dollar

reduction in benefits. This has the progressive effect of reducing benefits of higher

income Oow benefit) households by a greater proportion than benefits of lower income

(high benefit) households. For example, a household of four with no income formerly

receiving the maximum allotment of $221, lost 10 percent or $22. Its new authorized

benefit was $199 under NAP. A household of four with $8,000 in gross income claiming

only the standard deduction had its authorized benefits of $33 also reduced by $22, or 67

percent of its former benefit. Table III-2 details the basis of issuance under the FSP and

the corresponding standards applied under NAP.

Calculating the Monthly Pro Rata Beneiit Adjustment Factor. Under the FSP, the

benefit amount authorized was the amount actually received. However, under NAP, il

authorized benefit claims under the provisions described above differ from available

monthly funds, all households receive actual benefits that are adjusted upward or

downward to bring claims in line with available funds. This is accomplished by applying a

monthly pro rata adjustment to the authorized benefits of all certified NAP participants.

The monthly adjustment is calculated by establishing a ratio between the amount of

money available for distribution as benefits and the amount of authorized benefits for

the caseload. The authorized benefits of ali cases in a computerized master file are

tabulated each month to establish the amount of money required to provide full benefits

for the certified caseload and needslor supplemental issuance funds are estimated. This

level is then compared to the budgeted benefit level for the month. In the event that

needed benefits are less than the budgeted amount, a pro rata adjustment is applied

across all authorized benefits to increase the payments. Similarly, if the authorized

benefit level exceeds the budget, a pro rata adjustment is made to reduce benefits.

The amount of money available for distribution as benefits includes:

--'/Under the FSP, the maximum coupon allotments would have been adjusted upwards on
October 1, 1982 to reflect changes in food prices. Thus, households with no net income
are now authorized to receive cash benefits valued at about 80 percent of the Thrifty
Food Plan.
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Table III-2

Basis of IssuanceFSP and ILAP

..., ,

Puerto Rico
Rousehold Maximum Gross Nax/aum Nec Thrifty
Size NonChly Income Honchl7 Income Food Plan 1

1 467 340 360 164 66 59

2 617 &49 &75 334 122 110

3 766 558 590 430 174 157

& 916 667 705 513 221 199

5 1.065 775 820 597 262 236

6 1,23.5 885 935 681 315 '284

7 1,364 993 1,050 764 348 313

8 1,514 1,102 1,165 848 398 358

9 1,664 1,211 1,280 932 448 403

10 1,814 1,321 1,395 1,016 498 448

Each Additional 4'150 +109 +/15 -1'84 +50 '+4.5
Member

i i.

Source: FRS 1983 Evaluation o£ the Puerto 11tco Hutztttou Jdsiitance Progran.
Program management gecords,

1 Under the Food Stamp Program a separate and lower Thrifty Food Plan was LmeciIn
Puerto RioD compared to the one used for the Food Stamp Program Mt the m_r_and. The
basis for the different plans was both the cost of foods tn the two locations and the types
of foods considered normal to the diets of the two _atic.-a. In Xune 19112, Puerto
Rico's Thrifty Food Plan glowed · famUy of i_th no income a monthly FSP benefit
of $221 while the Thrifty Food Plan for the confiner._ u.S. allowed $233 for such a
farnUy.
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o Funds budgeted for benefits in the NAP plan of operation. These amounts

are determined by subtracting administrative and special project costs from

the total block grant. During Fiscal Year 1982, the Commonwealth set aside

about $63J million for NAP monthly benefits. This was increased to S6#.1

million in Fiscal Year 1983.

o Additional funds_ originally set aside for administrative or special project

costs, reallocated as benefits when it is determined they are not needed for

their original purpose. This redistribution must occur before the end of a

fiscal year.

The amount needed for distribution as benefits includes:

o Authorized benefits for certified households.

o Supplemental funds to provide benefits to households certified after data

processing cut off dates and to issue replacement checks as needed. The

level of these supplemental funds varied from month to month after

implementation of NAP but is now set at SI.5 million per month.

As shown in Table III-3, the first three months of NAP showed substantial variation

between the funds available and those neede_ with the ratios of these ranging from 98 to

119percent. Several factors contributed to this variation during the early months of

NAP. Since the special projects were not implemented in Fiscal Year 1992_ an additional

$g. 75 million was distributed as benefits. Additionally, the entire amount of a

reserve/emergency lund was distributed since this could not be carried from Fiscal Year

1982 to Fiscal Year 1983. This reserve/emergency fund of $2 million per year is

established to handle necessary disaster assistance and unanticipated funding problems.

If it is not spent in the course of the year, it is distributed as benefits. Furthermore, as

the program develope_ the Commonwealth found that funds were not distributed in the

total amount available each month because of rounding in the pro rata adjustment. Some

funds were also available from checks returned and voided from prior months.

Impacts on Program Participation and Benefits

Expected Changes Under NAP. The reduction in funding under the block grant and the

design of NAP by the Commonwealth brought about certain expectations of what would
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Table 111-3

Comparison of Funds Available for Benefits
Under NAP

July 1982 - December 1982
($ in millions)'

..

Item July Ausust September October November December

Budgeted Benefits $63.1 $63.1 $63.1 $64.1 $64.1 $64.1

Excess from Prior Nonth - 2.1 0.1 - - .1

Unspent from Special Projects - 0.9 7.9 - - -

Returned Checks - 0.1 0.2 - - -

Unused Emergency Reserve - - 2.0 - - -

H

Total Available Funds $63.1 $66.1 $73.3 $64.1 $64.1 $64.2

Authorized Benefits $61.7 $60.6 $59.9 $57. 0 $57.5 $56.9

Estimated Suppleaental Needs $ 2.7 1.0 1.8 1.5 2.0 1.5

Total Needs $64.4 $61.6 $61.7 $58.5 $59.5 $58.4

Total Available Funds .98 1.07 1.19 1.10 1.08 1.10
Total Needs

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program



happen to participation and benefits under the new program. It was expected that

changes in eligibility criteria, the household definition, and increased emphasis on

verification of eligibility would cause declines in participation. The changes made to

Puerto Rico's Thrifty Food Plan, allowable deductions, funds reserved for disaster relief,

and special agricultural stimulus projects were expected to also cause declines in

benefits received by participating NAP households.

Changes in Program Participation under NAP. After the first six months of NAP

operations, the number of program participants was about 1_ percent less than the

number of participants in 3une 1982, the last month of FSP operations (see Table III-4).

Average monthly participation in NAP during the first six months was about 10 percent

less than what might have been expected under the FSP_-2/ By way of comparison, FSP

participation on the mainland climbed about § percent over the same period.

Table III-4 also shows that most of the participation decline occurred in the first month

of NAP operations: 50 percent of the change in the number of households and 38 percent

of the change in the number of particpants over this period happened between June and

July. This initial drop, in large measure, was due to the mass computerized conversion of

households to the tighter eligibility requirements of NAP (specifically the application of

reduced gross and net income limits and the elimination of households with authorized

benefits less than $10). Approximately 85 percent of the decline in the number of

households between 3une and 3uly was the direct result of this mass change.

The continuing decline in participation through December 1982 is largely due to a case-

by-case application of the stricter program standards and increased verification efforts

under NAP. Examination of management reports reveals that the rate at which

eligibility workers rejected applications or dosed cases doubled between March and

September 1982. In March, 1.7 percent of all food stamp cases were rejected or dosed;

by September the rejection rate had increased to 3.3 percent among NAP cases (see

Table III-5). When the reasons for these rejections and closings are examined, it is clear

2--/There were, on average, about 1.8 million food stamp participants each month during
the year preceding conversion to NAP. Given the stability in the level of FSP
participation in Puerto Rico in recent years, this figure is used as the expected number
of participants had the FSP continued operations.
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Table III-4

Monthly Changes in Participation and Benefits

Under Puerto Rico's Nutrition Assistance

Program

(Numbers in Thousands)

Participants Households Benefits
Percent Change Percent Change Percent Change

Number from Previous Month Number from Previous Month Amount from Previous Month

June 1,841 514 $75,607

July 1,690 -8.2I 470 -8.7I $61,083 -19.2

August 1,665 -1.5 461 -1.9 $66,050 + 8.1
H
I

September 1,638 -1.6 450 -2.5 $72,944 +10.4

October 1,602 -2.2 436 -3.1 $65,921 - 9.6

November 1,588 -0.9 429 -1.5 $63,987 - 2.9

December 1,582 -0.4 426 -0.8 $64,888 + 1.4

Average Participation Average Benefits

Under NAP 1,627 445 $65,812

Source: [lis 1983 Evaluation of she Puerto Rico Nutrition Assistance Progrm.

NAP Records of Operations.



Table III-5

Reasons for Rejecting Applications

and Closing Cases by the Eligibility Worker
FSP and NAP

FSP NAP

HaTch 1982 Percent of September 1982 Percent of
Reasons Actions Actions

_ouseholds) _ouseholds) ....

No Cooperation in 959 10.8% 1,583 10.2%
Determining Eligibility

Excessive Resources 139 1.8 318 2.0

Excessive Income 1,193 13.5 3,998 25.7

Voluntary Retirement 3,846 43.5 5,246 33.7
of Application

Other Reasons 2,692 30.4 &,&ll 28.4

Tor_l Actions 8,849 100.0 15,556 100.0

Total Caseload 509,058 449,688

Perce_t of Total Caseload 1.741 3.461

Source: }'NS 1983 Evaluation of the Puerto Rico Nutrition

Assistance Program. Puerto Rico program m_nagement records
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that therewas a significantincreasein the number of negativeactionsfor excessive

income. Thisreflectsthe stricterprogram limitson income.

There was alsoan increaseinthe number of negativeactionsbased on the refusalof

householdsto cooperate in determiningtheireligibilityand the voluntarywithdrawal of

applications.Between 3ulyand December, 1982,3_,095householdseitherrefusedto

cooperate or withdrew theirapplications.This may resultfrom increasedverification

efforts.Inparticular,one verificationprocedure seems to be responsiblefor thischange

in participation.

AIladultapplicantsand participantsmust signan authorizationform thatallows

eligibilityworkers to requestinformationon theirfinancialcircumstances (SeeFigure

III-l).While similarto proceduresunder the FSP, the statement isgiven greater

emphasis under NAP and isbroaderin scope.

There are other reasons for the decline in participation under NAP. For example, the

number of new applications dropped from 18,000 per month during the last ? months of

the FSP to approximately 15,000 per month during the first six months of NAP. Another

factor which is difficult to quantify, but which appears to be important, is the number of

households that fail to come in for scheduled recertifications. Only one appointment is

scheduled for recertification under NAP. This compares to two or more apointments

which were allowed to be scheduled under FSP rules. Households who miss their

recertification appointment are held on an inactive list for 30 days. Such households are

held on an inactivelistfor30 days. Ifduringthattime the householdtakes no actionto

obtainrecertification,the case isdosed and can only be reopenedwith a new

application.Thisinactivelist,therefore,accounts for declinesin the caseloadto the

extent that householdsfailto seek and complete recertificationas scheduled.

Chan_es in Household Characteristics.Itisusefulto determine whether the significant

reductionin program participationunder NAP affectednot justthe number of

participantsbut alsotheircharacteristicsand financialcircumstances as well. Since a

largeshare of the caseloadreductionscan be attributedto tighterincome eligibility

limitsand more intensiveincome verification,we shouldexpect largerdeclinesamong

relativelyhighincome households.Furthermore, sincethe levelof income isoften

associatedwith other householdcharacteristics,we might expect some shiftsinthe types

of householdsserved by the program. Finally,the targettingof program benefitson

lower income householdscoupled with the initialreductionof the maximum allotments
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Figure III-l. Department of Social Services Authorization

Form to Request Information to Verity

Household Circumstances

Department of SodaJ Services

Nutrition Assistance Program

Social Security Number

Head of Household

Authorization to Request Information

I, , Social Security Number , applicant and/or

participant in the Nutrition Assistance Program of the Department of Social Services,

authorize information necessary for determining the eligibility of my household to be

verified.

In addition, I authorize employers, banks and other institutions of deposit and credit,

neighbors and other persons to offer information which can be used for the same purpose.

Date Signature

Address Witnessto the

Signature
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and subsequent pro rata adjustments should be expected to affect average benefit levels

among program participants.

The analysis of impacts on program participation and benefits largely reties on a

comparison of the characteristics of the June 1982 FSP caseload with the NAP caseload

in July and October 1982. June 1982 was selected as the last month of FSP operations.

Two sets of comparisons are made:

o To July 1982 -- the first month of NAP implementation -- to capture the

effects of the computerized mass change to NAP; and

o To October 1982 -- the midpoint of NAP operations described in this report

-- to capture any additional effect of ongoing NAP operations.

For the purpose of this analysis, most household information is derived from the monthly

computerized master file used to determine authorized benefits for both individual

households and for the entire NAP caseload. A similar master file was used for ATP

issuance under the FSP. The existence of these files make it possible to make detailed

comparisons between the entire caseloads of the two programs.

Summary Characteristics. As Table IU-6 shows, NAP participants on average look very

similar to FSP participants. In June 1982 under the FSP, the average household contained

3.6 persons. It had an average gross monthly income of $217, and, alter claiming

deductions allowed by the FSP, had a net monthly income of $1t_9. Average household

benefits distributed were 51#7 per month. Alter the mass change in July 1982, average

household size remained constant at 3.6 persons. Gross monthly income averaged $218 (a

1% decline) with net monthly income (using new NAP deductions) of $1_6 (a 2 percent

decline). Average benefits issued for July NAP households were $130 (a 7 percent

decline. By October 1982 NAP households averaged 3.7 persons. Gross monthly income

averaged $217 per month with net monthly income averaging $1_9 per month. Benefits

distributed in October 1982 averaged 5151 per household. It is interesting to note that

under the June 1982 FSP and under the October 1982 NAP, program benefits constituted

approximately #0 percent of the total income (gross income plus food assistance benefits)

of the average participating household.

Income of Participating Households. The distribution of households by income is very

similar under both the FSP and NAP although there is a slight shift towards lower income
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Talkie III-6

Comparison of Household C!mraccertsctcs
PSP & HAP

FSP NAP NAP

June 1982 July 1982 October 1982

Average
Household

Size 3.6 persons 3.6 persons 3.7 persons

Average
Gross Honchly

Income $217 9214 9217
Per Household

Per Person $ 60.28 $ 59.44 $ 58.65

Average Nec
l_nthly
Tn¢ome

Per Household $149 $146 $149
Per Person $ 41.39 $ 40.55 $ 40.27

Average
Honthly
Benefit

Per Household $147 $130 $151

Average
Monthly
Benefit

Per Person $ 41.06 9 36.14 $ 41.15

Source: FlqS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program.
Amalysis of program usCer files.

TII,.-14



households. Table III-7 presents the distribution of participating households in June, July,

and October 1982 in terms of their gross income as a percentage of the official poverty

lines 3/ In June, 7 percent of all food stamp households in Puerto Rico had gross income

at or above the poverty line. By October, less than 2 percent of ail NAP households had

incomes at thislevel.While reductionsinparticipationcan be seen at alllevelsof

income, the reduction in the number of households with relatively high incomes is

proportionately greater.

Groups of Prime Interest. In addition to looking at average characteristics, specific

types of households within the caseload may be examined. Tables III-8 and III-9 illustrate

changes in household characteristics which occurred between the June 1982 FSP and

October 1982 NAP for some groups of prime interest. It is important to remember that

outside forces such as employment and other household circumstances can cause shifts

among the groups and the characteristics examined here, in addition to impacts of

program changes. Although the master file presents an accurate picture of those

actually served by NAP, only limited inferences may be made as to the causes of changes

among these groups.

As can be seen immediately in Table III-8, with the exception of earners, most groups

represent approximately the same percentages of the caseload under NAP as they did

under the FSP.

o The number of earners decreased by 63,168, and their share of the NAP

caseload dropped nearly 9 percentage points.

o Social Security recipients also declined substantially (20,597 households), but

they maintained nearly the same percentage of the NAP caseload as under

the FSP. The decline in the number of disabled (who may also be classed as

Social Security recipients) is small in number but represents a large change

when measured as a percentage of its own group. In both cases, however,

the decline is approximately the same as the overall decline in participation.

o Households with zero income exhibited a decline of 13,6#7 households. Most

3-/This distribution is confounded by the periodic adjustment to the poverty line which
occurs each July I in the FSP. The effect of this sudden upwards adjustment is to shift
households toward the lower end of the distribution. As income grows over the course of
a year, the distribution will shift towards the upper end.
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Table III-7

Distribution of Households by
Gross Income as a Percent of Poverty

(Numbers in Thousands)

Percent FSP NAP NAP

of June 1982 July 1982 October 1982
Poverty Households Percent Households Percent Households Percent

Zero Income 85 16.4 85 18.0 71 15.9

1-25I 155 30.1 167 35.1 165 36.9

26-50% 125 24.3 116 24.5 112 25.2

51-75Z 72 13.9 63 13.6 61 13.7

76-1001 48 9.3 32 7.0 30 6.7

100-1251 22 4.2 7 1.6 ? 1._

Over 125% 9 1.8 1 0.2 1 0.2

Total 514 iO0.O &71 100.0 447 100.0

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program. Based
on Program Master Files and the Official Poverty Lines During These Months.

NOTE: Columns may not add to totals because of rounding.
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Table III-8

Chanses in Participation for
Selected Types of Households

FSP and NAP I

FSP - June 1982 NAP - October 1982

FSP Percent NAP Percent Percentage
Types of Households of all Households of all Change in
Households Households Households Number of

Households

Earners 184,436 35.9% 121,268 27.1% -34.21

Social Security
Recipients 134,116 26.1 113,519 25.4% -15.41

)isabled 26,239 5.1 22,209 5.0 -15.31

touseholds v/th
:ero Gross
[ncome 84,575 16.41 70,928 15.91 -16.11

;tudents 1,894 0.41 160 ** -91.61

;ingle Person
touseholds 83,502 16.21 66,577 14.91 -20.31

7oral Number 514,402 1001 446,885 100% -13.11
of Households

i ! i

;ource: }'NS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program.

Categories are not mutually exclusive. Movement of households among
categories is probable as are chanses in participation over t/me.

* Less than 0.05 percent.
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Table III-9

Changes in Average Income and
Benefits for Selected Types of Households

FSP and NAP1

FSP - June 1982 NAP - October 1982

Average Average Percentage Average Percentage
_es of FSP Gross Average ,NAP Gross Change in Authorized Change tn
aseholds Households Income Benefits Households Income Income Benefits Benefits

mere 184,636 $413 $145 121,268 $409 -0.97% $133 -8.3%

c/al Security 134,116 $283 $105 113,519 $278 -1.8% $95 -9.5%
clplenca

useholds w/ch 84,575 $ 0 $170 70,928 $ 0 N/A $160 -5.9%
re Cross Income

ngle Person 83,502 $92 $52 66,577 $83 -9.8% $46 -11.52
,useholds

Toes/ Program 514,402 $241 $146 _6,885 $217 -10l $136 -6.81

mrce: YlqS 1983 Rv&luattou of the Puerto R/co Nutrition Assistance Program. Analysts of
:osram ums_er flles.

Categories are not umcually exclusive. Hovement of households among categories
ls probabla as are changes tn participation over time,
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· of thisdeclineoccurred duringactualNAP operationsratherthan duringthe

mass change. Thismay be due to severalfactorsincludingincreased

verificationof householdcircumstances,the correctionof income

underreportingand the change in householddefinition.

o Declinesin the numbers of studentsand singleperson householdscan dearly

be attributedto program criteria.Here the definitionof a householdas "all

personslivingunder one roof"has shown itsimpact.

Changes in Pro, ram Benefits under NAP. During the first six months of NAP operations,

Puerto Rico distributed an average of $65.8 million in benefits each month (See Table III-

_). This is about 15 percent less than what might have been expected under the FSP had

Puerto Rico remained in the Program _.-_/ Because of the general decline in participation,

and particularly the decline among high income (iow benefit) households, the average

household benefit under NAP (SI_g per month) was actually slightly higher than the

average food stamp benefit in 3une i982. Nevertheless, this was about 5 percent less

than what might have been expected under the FSP after accounting for the scheduled

cost-of-living adjustment to the Thrifty Food Plan in October 1982.

Itisinterestingto note thatthe initialconversionof the caseload to the lower income

eligibilitiylimitsand the initial10 percentreductionof the ThriftyFood Plan removed

38,000householdsfrom the program and saved about $11.9millionper month. These

changes alonewould have been sufficientto achievethe reductionfrom expected FSP

coststhat Puerto Rico determined was necessaryto meet the budgetarylimitsof the

blockgrant. The continuingdeclinein participationand the availabilityof fundsfrom

other areasof the blockgrant (i.e.,reallocatedadministrativeand specialprojectfunds)

meant thatthe totalfunds availablefor distributionas benefitsgenerallyexceeded the

amount needed for authorizedbenefits.As shown in Table III-10,the monthly pro rata

adjustment made to authorizedbenefitswas positiveinfiveof the firstsixmonths of

NAP operations,rangingfrom 2 percentto 19.})gpercent. This tended to mitigatethe

effectof the initial10 percent reductionof the ThriftyFood Plan.

_--/An average of $7_.5 million was distributed under the FSP during the first nine months
of Fiscal Year 1952. This would have increased to approximately 579.8 mkllion per month
with the cost-of-living adjustment to the Thrifty Food Plan on October 1, 1952. Thus, the
projected average cost of food stamp benefits over this period is about $77.2 million per
month.
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Table III-10

NAP Pro Rata Benefit

Adjustments 1

July 1982 - December 1982

Actual Change in

FSP Thrifty Food Average Benefit'
Pro Rata Plan as Reflected in Issued Per

Month Adjustment NAP Benefits Issued Household

June (FSP) 0 0 147

July (NAP) -21 -11.81 130

August (NAP) +7% -3.7% 143

September (NAP) +19.48Z +7.5% 162

October (NAP) +9.59% -1.37_ 151

November (NAP) +7.651 -3.11 149

December (NAP) +9.08I -1.81 152

Average Change
Under NAP +8.46Z -2.381 148

Source: FNS 1983 Evaluation of the Puerto R/co Nutrition Assistance Program.
Analysis of program records.

I
As measured against the initial 10 percent reduction in Puerto Rico's
Thrifty Food Plan.
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This can be seen most dearly among households with no net income and receiving the

maximum benefit. The effective reduction in the Thrifty Food Plan for these households

is also shown in Table III-10. The average net impact of the initial 10 percent reduction in

the Thrifty Food Plan and subsequent pro rata adjustments to authorized benefits was

equivalent to just over a 2 percent reduction from the June Thrifty Food Plan. (Given

the scheduled cost-of-living adjustment under the FSP in October 1982, households

experienced a somewhat larger net reduction from the updated allotments). The

effective reduction for other households depends on their net income and the size and

direction of the pro rata adjustment. The net result is somewhat larger benefits than

authorized for all cases in those months with an upwards adjustment.

Table III-11 shows that the distribution of benefits to households at various income levels

did not change substantially between 3une and October 1982, although there was a slight

shift towards households with lower income. Approximately three quarters of the

benefits were issued to households with gross incomes less than $200 per month.

Similarly, Table II1-12 shows that the distribution of benefits to households of different

size did not change dramatically. About half of the benefits were issued to households

with less than five members.

Although average household benefits were essentially unchanged over this period, it

should not be concluded that the benefits of individual households were unchanged. The

initial reduction to the Thrifty Food Plan, the elimination of the minimum benefit, and

the elimination of the scheduled FSP cost-of-living adjustment mean that NAP household

benefits are smaller than would have been expected had the FSP continued. This was

counterbalanced to some extent by the elimination of high income (low average benefit)

households and by the pro rata adjustments, both of which tended to increase average

benefits.

Impacts on Administrative Costs

During the PSP in Puerto Rico the costs of the food assistance benefits provided to

participating households were borne exclusively by the federal government. However,

costs for administering the FSP were shared on a 50-50 basis by the Commonwealth and

the federal government. Of these shared costs, the major item was employee salaries

and benefits (principally in the area of client certification). Other PSP administrative

expenses included space costs for certification and issuance offices, postage for mailing

ATP cards, and police and security costs associated with handling ATP's and coupons.
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Table III-11

Effects of Formula Reduction
in Benefits FS_ and NAP I

By Groom Honthly Income

FSP- June 1982 HAP- October 1982

Groom Nonthly Percent of Avermse Percent of Percent of AvereKe Benefit ms Percent of
Income All Households Benefit All Benefits All Households ,,_(Per_entaRe, Chanse)__ _AII Benefits

Authorized Pro Reted

,,i · i ii , _ t , i ti ,,m , i t ,

0 16.4 170 19.2 15.9 (-5.91) (+1.8I) 18.7

1-99 16.2 153 17.1 18.6 (-7.82) (+1.3I) 19.3

l 100-199 20,8 ' 156 22.3 22.1 (-lO.3Z) (-.l.9Z) 22.9

i 200-299 t3.9 147 14.3 14.0 (-8.8X) (O.OX) 13.9

300-399 10.3 137 9.8 10.9 (-ll. TX) (-2.9Z) 9.7
t

400+ 22.4 117 17.3 18.5 (-.gz) (+8.5X) 15.7

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program. Analysis of

program master files.

i Benefits shown in master files do not indicate supplemental issuance for either the FSP or NAP and are

slightly lower than program benefits actually issued.



Table 111-12

Effects of PoruuliReduction
in Benefits FSI and NAp1

By Household Size {

FSP - June 1982 HAP- October 1982

Household Percent of Aversse Percent of Percent of Averase Benefit as Percent of
Ail Households Benefit AIl bnefita AIl Households (Percentsse Chonse) AIl Benefits

Size Authorized Pro RAted

, lit I I nnl [

I 16.2 52 5.8 14.9 (-11.51) (-3.8Z) 5.0

2 17.7 89 10;8 17.2 (-11.21) (-2.2I) 10.0

H 3 18.3 129 16.2 17.7 (-7. OX) (+2.3Z) 15.6
:-4
:-4

{ -i 18.8 161 20.7 19.0 (-8.0X) (+0.6I) 20.7

5 14.2 189 18.4 14.8 (-9.OX) (O.OlX) 18.7

6 7 · 4 2:37 12.1 8.1 (-lO. lZ) (-1.6X) 12.6

7 3.6 269 6.7 4.0 (-10.7Z) (-2.3Z) 7.1

8+ 3,7 368 9 · 4 4.3 (-U .4X) (-3.0Z) 10.3

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program. Analysis of
program master files.

)

I Benefits shown in master files do not indicate supplemental issuance for either the FSP or NAP and are
slightly lover than program benefits actually issued.



Additional program costs borne exclusively by the federal government included costs for

printing food coupons and shipping them to Puerto Rico.

The block grant legislation continued to allow federal payment for 100 percent of food

assistance benefits provided to program participants and federal payment for 50 percent

of program administrative expenses. However, the block grant's $825 million fixed

funding level must cover these costs in addition to costs for special projects. Under this

new management, decreases in administrative costs free up funds for benefits or special

projects while increases in administrative costs reduce funds available for benefits or

special projects. In light of this, the Commonwealth stated that one important

consideration in changing to the cash form of benefits rather than coupons for the new

Nutrition Assistance Program was the predicted lower administrative costs associated

with a cash system.

In this section we use data provided by the Department of Social Services from their FSP

and NAP accounting records to:

o compare overall and component administrative costs for the FSP and NAP,

and,

o estimate savings attributable to the cash form of benefits issued under NAP.

However, it is important to note that the availability of detailed data on NAP

administrative costs is limited to the first quarter of operations, 3uly - September 1982.

Because of the cash basis accounting system used by the Commonwealth, quarterly data

do not necessarily include all costs that are incurred during the quarter. Thus observed

differences between quarters may be an artifact of accounting practices. The error

introduced in this manner may tend to over or under estimate actual costs for the

quarter depending on the specific billing practice. The inclusion of some start up costs

under NAP also introduces error into comparisons of quarterly cost data for the FSP

versus NAP. In general, the available data provide a weak basis for making comparisons

across the two programs or estimating savings. It should be noted that the baseline FSP

quarterly data were compared with earlier FSP quarterly data. No major discrepancies

were noted. Nevertheless, this analysis is presented recognizing inherent limitations.

Overall Administrative Costs. During the first nine months of Fiscal Year 1982 total

administrative costs for the FSP (including both the Federal and Commonwealth share)
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averaged $4.60 million per month. During this time the average monthly benefits issued

were $70.3 million. Thus, FSP administrative costs represented 5.8 percent of program

costs (benefits plus administrative costs) during this time period.

Under the Plan of Operation for NAP $0.16 million was originally budgeted for monthly

administrative operations with $63.6 million budgeted for benefits. Comparison of these

budgeted figures shows administrative expenses representing 6.2 percent of planned

program costs (benefits plus administrative costs) roughly the same relationship as under

the FSP. The real decline in administrative expenditures budgeted for NAP compared to

the FSP was to be $000,000 per month or a nine percent decrease in monthly

expenditure. If projected over a 12 month period, the decline in administrative

expenditures would be $5.3 million.

Examination of the first three months of actual NAP operations shows average monthly

administrative costs of $3.9 million and average benefits issued of $66.7 million. Thus,

NAP administrative costs represented 5.5 percent of program costs (benefits plus

administrative costs) during this time period. The actual decline in administrative

expenses from FSP levels was $700,000 per month, or $&0 million if this figure is

projected on an annual basis. If compared to the last program quarter of the FSP actual

decline would be $872,657 per month or $10.5 million il projected to an annual amount.

Component Administrative Costs. Table III-13 presents various components of FSP and

NAP administrative costs. In Table III-13 a detailed comparison of the two programs'

cost can be made by examining individual expenditure items according to Puerto Rico's

accounting categories. In these comparisons, administrative expenses for the last three

months of the FSP are used as the baseline compared to the first three months of NAP

operation.

It can be seen that the "Other Costs" category shows the largest decline. Here postage

($273,009), police services ($127,553) and insurance ($9,272) constitute the major savings

totaling $010,270 out of the $t_10, gt+0 decline in average monthly outlay. Il savings from

these factors alone were annualized they would amount to $0.9 million.

"Space costs" for overall operations were also reduced due to the dosing of some

issuance offices as well as the elimination of a need for bank vaults and lockers. Monthly

savings from these elements amounted to $159,320, which if annualized would show a
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Table III=13

Comparison of Administrative Cost'Components

Average Monthly Expenditures Change

Cost Category FSPa NAPb Amount Percent

Salaries and Benefits 32, 852, 072 $2,769,135 - $82, 937 2. 9

Consultant and

Conctact Service 1.18)852 17)433 - 101,019 -g5.3
Transportation 3g, 0,79 5, o,27
Travel 71,10,1 12, 006
Key punch 9,232 0

Space 523_740 364)420 - 159,320 -30.0
Office 095, 522 364, 270
Bank 28,218 150

Program Documents 131) 596 90)527 4 I, 069 - 31.2
Mater ials 37, 041 6,385
Printing 90,,655 80,, 142

Rental) Lease) and
Purchase !20)135 48)012 72,123 -60.0

Data Processing 111,743 29, 621
Photocopy 9,377 948
Equipment 985 17, 443

Other Costs 591, 595 1.80).651 -010, 90,t) -69.5
Water 8,527 1,976
Light 49, 700 06, 530
Postage 319, 788 46, 339
Telephone 38, 676 36,170
Guard Service 3, 940 3, 570
Equipment Repairs 8,915 2,638
Auto Equipment Rental 08 3,313
AutoRepair 628 690
Insurance 9,272 0
Puerto Rico Police 127,553 0
Auto Insurance 245 0
Transportation Office 1,689 0
Other Equipment Repair 10,356 50
Consultant 155 37,233
Other Services $,103 2,138

Indirect Costs 025:719 020) 970 -0,745 - 1. [

Total }02763_709 $3)891)052 -$872,657 -15.3

Source: abased on expenses in April, May, and June 1982. bBased on expenses in July,
August, and September 1982.
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savings of approximately $L9 million.

The next greatest source of savings was "Consultant and Contract Services'" with a

decline of _101,_19from average monthly costs, or $L2 million on an annual basis. Here

large reductions can be seen in travel and transportation costs associated with the

movement of coupons and ATE_s to Local offices. Keypunch costs appear to be zero at

this entry; however) some costs for keypunch services would be expected in later NAP

accounts. On the surface, however, these total savings are not self-explanatory and

require further investigation.

"SalariesFringeBenefits"were alsoa significantsource of savingswith a declineof

$82,937 from average monthly costsor $995,2_q on an annual basis.Additionalsavings

occurred from reduced data processingcostsunder NAP, with an $g2,122declinein

monthly costsor $985,_6_ ifprojectedon an annualbasis.All togetherthe above major

factorstotala $9.98millionpotentialannual savingsor an lg percentreductionin

administrativecostsshouldthey continueat these levels.

SavinRs Attributable to Cash Issuance of Benefits. During Congresssional hearings in

April 1982 prior to the implementation of NAP) Dr. 3enaro Collazo CoUazo, Secretary of

Social Services for Puerto Rico) testified that the choice of a cash issuance system using

checks rather than a food coupon system would save Puerto Rico approximately $10

million over the estimated costs of operating a locally run food coupon system.

Likewise, USDA estimated a $_ million savings from the Federal perspective with total

net savings to all parties of $11million. Based on actual NAP operations) a new estimate

of the savings attributable to the cash issuance system has been put at $12 million per

year. This $12 million estimate incorporates annual projections of the average monthly

savings in the first 3 months of NAP which are attributed to the change in the issuance

system. Table III-l# provides the details of the current estimate.

As can be seen in Table III-l#, the following are sources of major differences between the

original and current projections:

o Savings for insurance and bank vault storage are somewhat less than

originally estimated,

o Savings in data processing are $985,000 when projected from quarterly

records) but the original savings attributed to this element were only
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$60,000. The higher figure has been chosen in current estimates since the

only changes in data processing functions which would lead to this type of

savings were derived from the changed nature of the issuance system.

o The cost of printing and materials dropped significantlymore than the

projected savings from production of ATPs and other forms. However, the

$493,000 in printing savings isoutweighed by the approximately $600,000

cost of printing NAP checks which did not appear in early NAP accounts.

o Office Space accounted for over four times the originalestimated savings

from issuance space. This figure includes savings from the merger of two

local offices with previously existing ones. Since this merger was essentially

made possibleby the change in the issuancesystem, the full$1._55million

savingsisincorporatedin currentsavingsprojections.

o No savings from postage had originallybeen estimated, yet thisappears to

be a large source of savings at approximately $2.1 mUlion if early NAP

operations are annualized.

o Savings from salaries, benefits, and support services appeared far lower than

estimates during the early months of NAP. However, this is largely due to

severance allowances still provided on a weekly basis to those removed from

their jobs during the conversion process.

In general, real savings do appear to be accumulating from the choice of cash issuance

over a coupon system. These savings when annualized appear to be of the magnitude

originally estimated by Puerto Rico and, in fact, may exceed Puerto Rico's estimates.

Again, however, it is important to note that because the data presented here are limited

to quarterly data, caution must be used in interpreting the cost savings estimates. FSP

administrative costs can vary substantially by quarter as a function of accounting

systems. Thus firm estimates of cost savings, the magnitude of any savings and the

specific causes of those savings, must await annual data.



· Table ili- 14

Estimated Annual Savings From Distributing
Cash Instead of Coupons

(Dollars in Thousands)

Savings to Savings to Net
Puerto Rico Federal Gov't. Savings

Coupon production and shipping $2,000 $2,000 $2,000

Wells Fargo transportation and
bulkstorageof coupons 397 - 397

Bank vaults for local storage 344 - 344

Police security 1,531 - 1,531

Retail authorization and compliance
monitoring 1,000 552 600

Federal Reserve Bank redemption - 300 300

ATP Data processing 98 5 - 98 5

Printing and materials_ 1/ - - -

Issuance staff salaries and benefit__ 2/ 925 - 925

Office space 1,455 - 1,455

Postage 3,281 - 3,281

Insurance lI1 - Il1

Indirectcosts 79 - 79

Total 12,10g 2,8 52 12,008

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program.

l/Printing and material savings from eliminating ATP cards was offset by approximately
the $600,000 cost of printing NAP checks.

2/Savings due to reductions in staff may De underestimated because of initial severance
payments.
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Program Security t Fraud_ Waste and Abuse

When developing the Nutrition Assistance Program, the Department of Social Services

attempted to reduce the opportunity for and incidents of fraud, waste and abuse. To this

end, they modified eligibility criteria, maintained and strengthened internal controls, and

established some external controls on the program.

In the past, various areas of the Food Stamp Program have been known to be vulnerable

to fraud, waste and abuse. This section will discuss the following potential problem areas

and describe how DSS has designed the NAP to reduce the vulnerability to these

problems.

o client application for benefits,

o staff determination of eligibility,

o delivery of benefits,

o use and redemption of benefits.

In addition this section discusses activities under the FSP and NAP relating to fraud

detection; investigations and prosecutions; and claims and penalties for program abuse.

Client Application for Benefits. In the application process there exists the potential for

a food stamp applicant to make false statements or withhold information concerning

their potential eligibility. In order to reduce the possibility of these abuses under NAP,

several new eligibility requirements were instituted:

Unannounced Home Visits. Each new applicant is subject to an unannounced home

visit by an eligibility worker to verify information provided in the Nutrition Assistance

Program application except in those regions where the NAP Associate Director

determined that because of the excessive caseload a home visit for each new application

would not be performed. Criteria for conducting unannounced home visits were

established for these regions. They include the following: applicants with little or no

income, applicants who are self-employed, households which transfer from one

jurisdiction to ar,other, persons that recently arrived from the continental United States,

applications with inconsistent or questionable information, cases where complaints were

received and households whose checks were returned to the Control Division or the local

office for reasons other than death of the only household member and for coding or

keypunch errors.
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Authorization for Release of Information. All adult household members of each

household applying for program benefits, are required to sign an Authorization to

Request Information form AN-lB. This form gives broad authorization to DSS to verify

the households' financial circumstances. Failure to provide this form within ten days

from the date of application results in a denial of the application. (See Figure III-l).

Verification of Social Security Numbers. The Department of Social Services has

expanded on the previous requirement of verifying social security numbers for all

household members over 18 years of age and for members under 18 with countable

income. It is now a requirement for all household members) regardless of age, to provide

a social security number. This measure makes it virtually impossible for any applicant to

participate in another household since all new applicants and their respective household

members' social security numbers are cross-checked against the program master file.

This cross check is done across the caseload, so that no client could receive benefits in

two different localities for the same month.

Emergency Service. One of the certification procedures which the DSS felt

contributed to widespread fraud and abuse under the FSP was the expedited service

requirement. As a result, the agency decided to eliminate this Food Stamp certification

requirement for the NAP and substitute it with a new procedure which would continue to

provide prompt service to those households that demonstrate they had no income in the

month of application and/or are victims of an individual disaster.

Those households meeting the above-mentioned criteria have to comply with the same

requirements to determine eligibility as any other household. Households have to present

all required verifications and in the case of an individual disaster, households also have to

provide the DSS a letter from organizations such as the Red Cross, Civil Defense or the

Fire Department to certify the disaster.

However, the DSS, in lieu of processing the application within the required sixty (60) days

from the date of application as required for regular NAP cases, must determine

eligibility within a period not to exceed thirty (30) days from the date the application is

submitted.
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Alien Status Verification Requirement. Under the FSP the DSS was required to

certify, for two months, aliens who alleged legal alien status but did not present

verification at the time of certification. Under the present program legal alien status

must be verified prior to eligibility determination.

Proration of Income for Disqualified Individuals. The DSS has decided rather than

to prorate the income of disqualified household members, to consider their entire income

and resources in determining eligibility for the household.

Household Definition. The DSS has changed the definition of "a household" to

eliminate the abuse and fraud caused by multiple households sharing a common living

arrangement. It now considers all persons, regardless of age and relationship, and living

in a common living arrangement, with a few exceptions, to be one household.

As can be seen, the majority of changes made in the certification process are geared to

deter recipient fraud by introducing additional verification procedures. The apparent

effect of these criteria has been to reduce the number of participating households across

the caseload. However, these criteria may have especially affected those households

with zero gross income. The Department of Social Services staff believe that these new

requirements have been instrumental in keeping fraudulent clients off the program.

Staff Determination of Eligibility. When program staff determine eligibility, fraud can

occur by the creation of fictitious cases or by continuing cases that should be

terminated. Puerto Rico had controls under the FSP which served to prevent these types

of abuses. These were revised and strengthened under NAP.

Program Structure. At the Central Office level, the Certification Division

Supervisory Unit has a different structure and function than existed during the FSP. As

of November 1982, the staff was reduced from ten to five certification supervisors with

one unit supervisor. This reduction was due to the establishment of new staffing levels,

which are a direct consequence of the reduced NAP budget and the new central office's

supervisory concept. This new concept defines the unit's responsibility as limited to

supervisory visits at regional office level. If corrective action at the local office level,

proposed by the regional office, is determined ineffective, or if other special situations

arise, the Supervisory Unit will review the local office.

III-D?



This new system ksintendedto acceleratecorrectiveactionsinceiteliminatesa

duplicationof functionscurrentlybeing performed by regionalofficesupervisors,and

affords time to central office supervisors to devote their efforts at each regional office

where they can obtain an overall picture of the performance of any regional or local

office at almost any porticulax point in time.

To maintain program integrityat the localofficelevel,the program continuesto require

thatlocalof/icemanagers review theirlocalofficeoperationson a regularbasisand that

supervisorsconduct periodicsecond-partyreviews of alitypes of certificationactions.

As in the Food Stamp Program, localofficemanagers axe requiredto conduct a

comprehensive review of theirlocalofficeoperationson a quarterlybasis,and a partial

review targetedto problem areasisdone on a monthly basis.The mechanism used to

assessthe operationisthe "Management Guide."

Q ualit),Control for AdministrativeActions. Although itisno lorigergoverned by

nationwideFSP requirements for internalqualitycontrolof administrativeactions,the

Commonwealth has decided to mnintain a qualitycontrolsystem under NAP. This

system involvesa statisticallyvalidsampling of certifiedand denied or terminated NAP

cases. The clientsaxe interviewedand certificationdocuments axe reviewed to

determine ifthe actionstaken by the localofficeswere appropriate.

Under the NAP, the organizational structure of quality control systems remains the same

as under the FSP. The field staff is headed by one fulltime coordinator who islocated at

the DSS Central Office. Five first-linesupervisors are headquartered at five dL(ferent

regional offices. From here, they provide technical guidance to field reviewers

throughout Puerto Rico's ten regional offices. Quality control sample size remains at

1200 active cases and g00 negative action cases (those denied or terminated)for each six

month period.

Once the findingsaxe submitted to the NAP QualityControl Coordinator,he/she

analyzes and evaluates the findings. These findings are discussed with the Certification

Division, corrective action is proposed and carried out as soon as possible.

Several changes in review methodology were necessitated due to the new certification

requirements. In addition, a new computation sheet was developed. The Quality Control
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System for NAP began operation in December 1987.

Delivery of Benefits. The vulnerable points for fraud and abuse when providing benefits

to recipients are described below for both the FSP and NAP.

Converting ATPs to Coupons and Manual Issuance of ATPs. Under the Food Stamp

Program DSS operated over one hundred state-run issuance offices. The potential for

fraud at these multiple operation points always existed. In addition, under the FSP, the

local office staff was responsible for the preparation of manual ATPs (Authorization to

Participate). These ATPs were provided as replacements and as initial ATPs for

expedited cases. The preparation and approval of these documents was very time

consuming, and the potential for fraud existed as long as these accountable documents

remained at the local offices. Under NAP, the Commonwealth eliminated the need for

maintaining benefits at local offices. All NAP checks, including replacements, and

emergency benefits are issued from the central computer center. Since the NAP totally

eliminated the need for local issuance agents this potential for theft and fraud was

eliminated.

Procedures for Providin K Replacement Checks. There are several vulnerable points

when providing benefits to recipients. Recipients might claim that their benefits were

never delivered or that they were lost or stolen. Under the FSP it was difficult to deny

the household replacement benefits. The Department of 5ocial Services has established a

detailed system for providing replacement checks.

Nondeliverable Checks. All nondeliverable checks are returned to the NAP

Payment Section, DSS. Checks may be returned for: 0) incorrect address, (2) addressee

unknown, (3) addressee has moved, or (0) death of addressee (single member household).

The Payments Section logs the checks on the register of returned checks and forwards a

copy of the register to the corresponding local office. The following actions are taken

when any of the first three reasons for nondelivery apply.

o The participant visits the local office to notify nonreceipt of the NAP check. The

participant is expected to allow five work days for delivery.

o The local office receptionist verifies against the check register to determine

whether or not a check was issued.

111-34



Ifa participantclaims that the check was not received yet itisnot returned,the

Payments Section communicates with the Governmen; Development Bank (GDB), via

terminaland requestsa stop-payment of the check. Thisisfollowed up in writing.Ifthe

GDB reports that the check had been paid, no replacement is provided to the client until

the check has been reviewed and signatures compared. Ifthe signatures match, but the

participantinsiststhat he/she did not cash the check:

o The participantisinformed of the need to providea sworn statement before a

notary public, and isinformed that the case will be referred to the DSS internal

Audit Division.

o The participant provides the local office with the sworn statement.

o The localoffice submits the form and a copy of Internal Audit'sreport to the

Payments Section.

o IfInternal Audit's report determines that the participant cashed the check no

further action istaken. The local office isnotified by the Payments Section.

o Ifthe Payments Section determines that the signatures on the check and in the

case folder do not match, or if Internal Audit's report discloses that the signature

en the check isnot the participant's signature, the case, the sworn statement, and

an Application for Duplicate or Substitute Benefits are referred to the GDB.

Stolen or Lost Checks. This procedure is identical to the one for nondelivered

checks, except that the participant is told to return the original check to the local office

for voiding if found after a replacement check has been issued. The local office forwards

the original to the Payments Section for voiding.

All the checks issued in a month are not always paid or cashed immediately. The reasons

for this include: checks returned by the Post Office, cancellations of checks, and the

suspension of payments. Table III-15 summarizes these actions under NAP during the

3uly - September I952 period. As shown in the Table only 8,177 of the more than one

million checks issued between 3uly and September $, 1952 were returned by the Post

Office. Overall, only 11,720 checks were actually not cashed for one of these three

reasons.

Use and Redemption of Benefits. The vulnerable points for fraud and abuse in the use

and redemption of benefits are described below for NAP compared to FSP.
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Table III-15

· Implementation Phase
Actions on Issued Checks

July - September 1982

Checks Suspension of Payments
Returned Cancellation

I

Month Tota)1 by of _et t Submitted i Revoked
Mail Checks I j

I

July 2,368 1,832 329 207 225 18

August 4,978 3,311 1,015 .652 789 137

September &,374 3,03& 1,416 -76 238 314

Total 11,720 8,177 2,760 783 1,25Z &69

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program

1
Includes the number of checks returned, and cancelled, and net suspension of

payments.
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Fxchan_ing Coupons and Checks for Food. The problems that existed in this area

under the FSP were the exchange of coupons for ineligibleitems,failureon the part of a

retailerto provide correct change and the exchange of coupons for cash at a reduced

value (trafficking).Since there are no requirements that the NAP checks be spent on

food,inappropriateuse of thisbenefitisnow moot. Inaddition,sincea recipientcan

exchange the entirevalue of the check for cash,there isno reason for a clientto

exchange the check at a reduced rate and become subject to what was describedby

Puerto Rico officialsas widespread,organized traffickingof food coupons.

Retailers Redemption of Coupons and Checks through Banks. Under the FSP, there

was a potential for fraud by retailers who could knowingly pass forged or altered coupons

or redeem illegally obtained stamps. This type of fraud was difficult to trace under the

FSP. Since the NAP uses a check as the benefit instrument, the merchant or client

assumes the loss if the Government Development Bank fails to accept the check.

Meanwhile, the GDB is able to keep a more accurate account of the value of benefits in

circulation than had been possible with food coupons.

In order to help merchants avoid losses, the Department of Social Services has

initiated a no-cost contract with Telecheck of Puerto Rico. Telecheck is a system of

communication with a large network of affihateci business establishments that provides

subscribers with check and/or credit instrument guarantees by means of a 2_-hour a day

telephone verification service.

To accomplish this the Department of Social Services provides Telecheck with a

magnetic tape containing the latest information for each household which includes:

1. Household social security number 7. Authorized representative's

2. Regional, municipality and office number social security number

3. Ineligibility code 8. Spouse's social security

4. Certification period (no of months) number

5. Date when certification period starts 9. Household name

6. Householdsize 10.Householdaddress
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The file also includes the following check instrument information:

1. Case file number 4. Expiration date

2, Date the check was produced 5. Check number

3. Date issued 6. Check amount

In exchange for this irrformation, which is used for the sole purpose of authenticating

checks for NAP participants, Telecheck guarantees that it will provide a viable

mechanism for cashing these checks in a manner which minimizes fraud, forgery, or

theft. Upon presentation of a NAP check, the affiliated business establishment calls

Telecheck to compare identification information requested by the store owner with the

information which DSS has provided Telecheck. Should the information not match, the

store owner refuses to cash the check, and Telecheck provides DSS with a written

account of the incident for subsequent investigation_ and/or stop payment action.

Fraud Detection) Referrals for InvestiEations and Prosecutions_ Claims and Penalties.

The DSS has maintained a fraud detection, investigation, hearings) claims, and penalty

system under NAP which is similar to that under the FSP.

Fraud InvestiRations and Prosecutions. There are many ways in which a case can be

identified to be potentially fraudulent. The case may surface as part of a second party

review by a local office supervisor during a local office management review, through a

review by the regional or central office staff, as well as through other means. If a case

has been so identified it is referred to Internal Audit Division or directly to the

Administrative Fraud Board. Internal Audit determines whether a case should be

referred to the Puerto Rico Department of 3us,ice) for an administrative fraud hearing,

or pursued as a non-fraud claim.

The Commonwealth has continued the same priority system that was established under

the FSP. The priorities for both investigating and prosecuting fraud are:

o cases of possible internal fraud

o cases where a program participant is a DSS employee

o other participant fraud
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This priority system was established by Puerto Rico's Assistant Secretary for Food

Stamps in coordination with the Department of 3ustice. It has been in effect since

October 1979.

As of December 19S2_ there have been very few cases referred under NAP to Internal

Audit Division as potential fraud. Table III-16 compares data for fraud referrals,

investigations and prosecution for the first six months of the Nutrition Assistance

Program and at the end of the Food Stamp Program. The Commonwealth staff attribute

the decline in fraud pursuit activity to the tighter eligibility verification controls under

the NAP.

Administrative Fraud Hearings. DSS decided to continue with the Administrative

Fraud Hearing System in effect under the Food Stamp Program, with some changes, since

it was instrumental in controlling fraud.

The administrative fraud hearings are initiated when the Commnwealth possesses

documented evidence that a household member has committed fraud. When the fraud

amount is less than $35, a fraud hearing is not held.

The regional office initiates the action, conducts the fraud hearing, reaches a decision

and notifies the parties concerned within 90 days from the date the household member

was informed of the scheduled hearing date. The household member or his/her

representative and the local office may request a postponement of the hearing for a

period no longer than 30 days. Postponement may be requested only twice.

When the Administrative Board determines that an individual committed fraud, the

person is disqualified from the Program. A first offense will result in a six-month

disqualification period. The second offense will result in a one-year disqualification

period, and a third offense will result in permanent disqualification.

Table III-17 illustrates how administrative fraud referrals have decreased

significantly under NAP as compared to the FSP. Discussion with DSS staff

disclosed that the new certification requirements and anti-fraud mechanisms in the

NAP design are seen as the primary contributing factors for this reduction.
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Table III-16

Fraud Referrals, Investigations
And Prosecutions

FSP and NAP

Item NAP FSP

# Cases Referred to Internal Audit Division 35 (in process) 16S/month
from All Sources

# Cases on Hand 12B 3,490

# Investigations completed 0 122 (in 1982)

Investigations Underway 0 58

# Prosecutions Underway 0 55

# Judgements Achieved 0 lB (in 1982)

Average Cases Referred from DSS

for Investigation/Month 2 (Total in 94 (1/82-6/82)
Process)

Average Investigated Case Referred
for Prosecution 0 11

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance

Program. Analysis of Administrative Records.
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Table III-17

Administrative Actions _n

Regard to Fraud
1982 FSP and NAP 1

Carryover Referrals Hearings Conducted Hearing Gases

From Previous Rec'd in Non No Final Did Not Pending End

Month Month Month Total Fraud Fraud Decision Total Apply of Month

Food Stamp Program

January 2349 451 2800 129 178 lA8 455 52 2290

February 2242 580 2822 196 235 225 656 29 2264

March 2262 792 3054 296 298 205 799 70 2309

April 2475 543 3018 251 286 194 731 56 2219

May 2216 721 2937 174 268 527 969 159 1809

June 1809 518 2327 139 167 399 645 126 1556

July 1554 218 1772 94 71 165 330 72 1370

August 1281 199 1480 44 35 72 151 25 1304

Septembe_ 1303 18 1287 18 18 30 66 24 1230

Nutritional Assistance Program

August 1 15 16 0 0 0 0 0 16

September 16 38 54 0 0 2 2 2 50

October 53 144 197 17 11 5 33 8 156

November 156 120 276 43 24 18 85 13 177

December 177 186 363 74 40 5 119 6 238

Source: FNS 1983 Evaluation of the Puerto R/co Nutrition

Assistance Program

1 Totals may not be added in some cases where other administrative actions
have been applied.
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Claims. Under NAP claims action is initiated against households in the following

circumstances:

o The household fails to provide correct or complete information.

o The household falls to report changes as required.

o The household alters its official document to receive benefits.

o The household cashes two checks corresponding to the same period.

o The local office falls to take prompt action on a reported change.

o The local office incorrectly computes the household's income or deductions, or

assigns benefits incorrectly, or both.

o The local office determines that the household was ineligible, or eligible for

fewer benefits than it received pending a decision from the Administrative

Fraud Hearings Board.

Upon detection of a possible overissuance of program benefits, a claim referral is made.

The circumstances are reviewed- Ii it is determined that this is not a potential fraud

case_ a non-fraud demand letter is sent to the household requesting its presence at the

office to establish a payment plan. In the event the household does not respond to the

second demand letter and fails to sign a payment plan or refuses to pay the claim, the

office will proceed to reduce monthly benefits by 25 percent, or in the case where the

household is no longer participating, refer the case to the legal division for collection

action. Under the FSP no such reduction of benefits was made nor was a referral for

collection action made.

Collection action on a NAP claim will be terminated after being maintained in suspense

for ten years and/or at the death of the only household member. With the FSP_ claims

were held in suspense for three years. Under the FSP collections were pursued for claims

of $35 or greater. Under the new program, no minimum is established for collection

action. In addition, payment plans can now be established for a period of up to five years

as opposed to three years under the FSP. Minimum payments are $10 monthly.

The number of claims referrals under the new program has been declined noticeably. It

is thought by DSS officials that the NAP certification and verification requirements are

the fundamental reasons for this dramatic change. Table III-18 illustrates claims

activities under the new program from 3uly - December 1982 and claims activities under

the FSP from 3anuary - September 1952.
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Table III-lB

Recipient Claims
1982 FSP and NAP

Balance at Referrals Balance at

Beginning of in Cases End of

Month Month 1 Month Processed 'Month

FSP NAP FSP NAP PSP ._ FS_ N&P
January 9,201 _ 2_701 3,261 8,_5

February 8,604 3,268 4,657 7,101

March 7,101 3,988 5,090 5,980

April 5,864 3,162 4,539 4,515

May 4,504 3,124 4,601 3,027

June 2,985 1,962 3,113 1,834'

July 1,821 0 547 768 40 72 2,320 696

August 2,326 696 596 1,426. 61 ?60 2,860 1,3&7

September 2,862 1,347 425 1,600 57 1,174 3,229 1,768

October 2,229 1,768 441 1,593 100 1,130 3,570 2,237

November 3,576 2,237 320 1,784 69 1,670 3,836 2,329

December 3,835 2,329 171 1,652 31 1,530 3,981 2,422

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program

1 Note that administrative adjustments were made where ending and beginning
month totals are different.
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Table III-Summary

Summary of Food Assistance Program Characteristics in Puerto Rico: Comparisons of the

Nutrition Assistance Program (NAP) with the Previous Food Stamp Program (FSP) and with
1

Projections as if Puerto Rico Had Continued in the Food Stamp Program

Projected As If Difference Difference
Previous FSP NAP FSP Continued Between Previous Between Projected

Program Characteristic Jan.-June 1982 July-Dec. 1982 July-Dec. 1982 FSP and NAP FSP and NAP

Average Monthly

Participation:

Individuals 1,823,000 1,628,000 1,800,000 -11% -10%

Households 510,000 445,000 510,000 -13% -13%

t Average Monthly Value
of Benefits Issued

i (millionsSs) $74.8 $65.8 $77.2 -12% -15%

Average Household

MonthlyBenefit
Amount $147 $148 $151 = -2%

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program

1

Additional comparisons are used in the report depending upon the question being addressed. Two comparisons of

interest follow. Participation during the last month of the FSP compared with the sixth month of NAP, shows a

continuing decline. Individual participation was down 17 percent during December 1982 from June 1982. Fiscal

Year 1983 budgeted costs under NAP are compared with Fiscal Year 1983 costs projected as if Puerto Rico had
continuedin the Food Stamp Program (under current assumptions and law). The total value of benefits budgeted

for NAP during FY '83 ($771 million) is 19 percent lower than the projected amount for FY '83 ($957 million)if
Puerto Rico had continued in the FSP.



Chapter IV

Recipient Behavior Under the Nutrition Assistance Program

How did recipients respond to the change from the Food Stamp Program (FSP) in Puerto

Rico to the Nutrition Assistance Program (NAP)'?. This chapter addresses the issue of

recipient behavior under the Nutrition Assistance Program using data from a survey of

NAP recipients and from an analysis of cancelled NAP checks. The major findings of this

chapter can be summarized as follows. The majority of NAP recipients cash their checks

at food stores. Almost all NAP recipients report that they shop at the same type of

store as they did during the FSP. The major reported problem during the Food Stamp

Program was spending too much time in line waiting to redeem ATP cards for food

coupons while the major reported problem during NAP has been late receipt of NAP

checks. The majority of NAP recipients report that they buy about the same amount of

food as they did during the FSP.

All intended effects of both the Food Stamp Program and the Nutrition Assistance

Program are mediated through recipient behavior. If recipients use food assistance

benefits to increase their food purchasing power, their nutritional well-being should

improve. This increased spending should increase retail food sales and indirectly

contribute to growth in other sectors of the economy. Thus the issue of recipient

household food expenditures during the Nutrition Assistance Program is of prominent

interest. A related issue regarding the new cash food assistance program is that it may

be subject to widespread abuse. Fears have been expressed that NAP recipients will

frequently divert their NAP checks from their intended purpose of food assistance to pay

for non-food goods and services. Additional concern is aroused because under the

Nutrition Assistance Program there are no mechanisms for detecting or preventing such

inappropriate uses of the dollars intended as food assistance. These concerns have

generated considerable interest in learning where NAP recipients are cashing their

benefit checks.

In addition to information regarding expenditures, a broad understanding of recipient

behavior patterns is important to a comprehensive evaluation of NAP impacts. Because

of the magnitude of the earlier Food Stamp Program and the new cash program (over half
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· of the island's population receive food assistance benefits), even small changes in

recipient behavior patterns may require major adjustments on the part of affected

businesses such as banks and food stores.

Despite the importance of data on NAP recipient behavior, constraints on time and

resources did not allow the Food and Nutrition Service (FNS) to collect data on NAP

recipient expenditures for this evaluation. However, FNS did analyze cancelled NAP

checks to learn where recipients cashed them. In order to provide some limited

information at the recipient level, the Department of Social Services (DSS) conducted a

survey of NAP recipients as part of the NAP evaluation activities under a cooperative

agreement with FNS. This survey was analyzed by FNS and provides islandwide

representative data from NAP recipients who had also participated in the earlier Food

Stamp Program.

Data from these two sources are used to address the following issues:

o Where NAP checks are cashed;

o Changes in recipients' shopping patterns under NAP;

o Recipients' program experiences (FSP and NAP);

o Recipients' preferences (checks versus coupons);

o Changes in recipients' purchases of food and specific food products.

Recipient Survey Methodology

The Puerto Rico Department of Social Services (DSS) contracted with a survey research

firm to conduct a personal at-home interview survey of NAP recipients. The survey was

conducted during December 1952 by an independent Puerto Rico research firm. The

survey results are estimates computed from a probability sample of recipients selected

to represent all NAP recipients in Puerto Rico.

Sampling; Recipient Households. The sample was stratified by geographic region and was

designed to assure that all households had an equal probability of being selected. The

fixed strata were the ten geographic regions of the island in which DSS has grouped their

local NAP offices. Within each of the ten geographic regions, about half of the local

offices (considered as primary sampling units) were selected at random with probability
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in proportion to the size of the office's NAP recipient caseload. As a second stage of

sampling, residential areas were selected at random from each of the sampled NAP

offices with probability proportional to the size of the office and the residential areas.

The thirdand the finalstageof sampling was the household. For each residentialarea,

maps were prepared with a random starting point and with arrows indicating the

direction in which the interviewer would move for locating the household that would

qualifyfor the survey. The number of householdsto be interviewedineach regionwas

computed according to the regional proportion of NAP recipients. In order to complete

approximately 1,500 interviews, approximately 5,000 households had to be contacted to

find members of the target population. The target population for purposes of the survey

were all NAP recipients who had also participated in the Food Stamp Program during

May 1982. Householdswhich did not meet these criteriawere not interviewed. The final

sample for analysis contained 1,#94 cases and allows estimates which, due to sampling

error,can be expected to be within a range of + 2.6 percent of the population value at

the 95 percent confidence level.

Rec!pientInterviews.The survey data were collectedfrom recipientsby trained

interviewers using an interview protocol which had been specially prepared and

pretested. All interviews were conducted in Spanish in the recipient'shome. The person

interviewed was to be the person in the household responsible for purchasing food. The

interviewer asked the recipient the amount of his or her November NAP benefit check,

the location where this check was cashed, and information comparing his or her

experiences under the FSP and NAP. Interviewers also asked about frequency of food

shopping, location of food shopping, amount of food and specific food products typically

purchased, and preferences regarding the two food assistance programs (FSP and NAP).

Additional data from the DSS masterfiles of NAP recipients were linked with each

interviewed case for analytic purposes using the social security number provided by the

recipient household. These data include household size, gross income, and authorized

household NAP benefit amount. Exact matches of interviewed cases and masterfile

information were not possible in 162 cases, and the sample size available for analyses

including these variables was reduced to 1,332 cases (1,_9# - 162).

Characteristics of Sample Households. The sample of 1,494 NAP recipients was selected

to represent all NAP recipients in Puerto Rico. Three major characteristics of NAP

recipient households, household size, gross monthly income, and reported November 1982
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benefit amount were examined in order to determine the representativeness of the

sample.

The average householdsizeof the sample is3.84personswhich isslightlylargerbut

generallycomparable to 3.70,the average householdsizeof the entireNovember NAP

caseload. The average grossmonthly income of the sample is$230, with 53 percent of

ailhouseholdshavingincome lessthan $200 per month, and with gl percent of ail

householdshavingincome lessthan $_00 per month. These figuresshow thatthe sample

containssomewhat higherincome householdsthan were in the entireNAP caseloadfor

October, which had an average grossmonthly income of $217,with 57 percentof all

householdshavingincome lessthan $200 per month, and S2 percent of allhouseholds

having income less than $_00 per month. The average reported November benefit

amount is$1_6 for the sample. This isslightlylower,but generallycomparable to $1_9,

the average householdbenefitamount for the entireNAP caseload duringNovember.

Thus in terms of aggregate statisticson householdsize,income, and reportedbenefit

amount, the sample appearsto be generallyrepresentativeof allNAP recipients.

However, itdoes on average containslightlylargerfamilieswith slightlyhigherincomes

than the NAP population.Both the sample and our knowledge of the entireNAP

populationconverge to show that NAP recipienthouseholdsaverage 3.7personsand are

generallyvery poor. The majorityof NAP householdshave annualizedincomes below

$2,400and approximately gO percent have annualizedincomes below $4,g00.

Where NAP Checks Are Cashed

During the first month of the Nutrition Assistance Program, a number of non-food stores

were advertising their willingness to accept NAP checks. Press reports indicate that

such advertising was discouraged by the Puerto Rico government. At the same time

there were discrepant reports on the percentage of NAP checks being cashed at grocery

stores. Reported percentages varied from 55-90 percent. These reports have been used

as indicators of the appropriate use of NAP benefits for food purchases, or conversely as

indicators of the inappropriate use of NAP benefits for non-food purchases.

Since NAP checks, unlike food coupons, can be accepted legally in non-food stores or

cashed in banks, there has been interest in knowing exactly where recipients cash their

checks. Under the Food Stamp Program, food coupons could be used legally only as

payment for eligible food items in retail grocery stores that were authorized and
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monitored for compliance with program rules. Violations of FSP rules, such as changing

food stamps for cash or accepting food stamps as payment for ineligible food or non-food

items, were subject to fines and legal penalties. A major difference under the Nutrition

Assistance Program is that there are no penalties associated with using or accepting NAP

checks for purposes other than food purchases. NAP checks can be cashed anywhere,

accepted as payment for any type of purchases, and readily converted to currency which

is indistinguishable from other household income. However, despite these differences

from the Food Stamp Program, the Commonwealth has argued that there isvery little

likelihood that NAP food assistance dollars will be used inappropriately by recipients.

They suggest that in Puerto Rico the very low income levels of NAP recipients, along

with the basic human need to eat, assure that NAP checks will be used by recipients to

purchase food.

Itappeared that reliableinformation on where NAP checks are cashed could be useful as

a gross indicator of whether widespread program abuse exists in terms of using NAP

checks for making non-food purchases. For this reason, and to determine whether bank

activity increased substantially with the introduction of NAP, the Food and Nutrition

Service analyzed two samples of cancelled checks. That analysis ispresented in this

section along with data on where NAP checks are cashed which was collected from

recipients during the DSS recipient survey.

Cancelled Check Analysisand Results. The Food and NutritionService(FNS) selected

one sample of 1,000 checks from allcancelled NAP checks for the month of 3uly 1952,

and a second sample of 1,000checks from the month of October 1982. Each sample was

selected systematically following a random start to assure freedom from bias. The

selection interval for the 3uly population of 420,500 checks was #20, and the selection

interval for the October population of #27,000 checks was 427. The 1,000 check samples

allow estimates of percentages with an error of _ 3 percent at the 95 percent confidence

level

Food and Nutrition Service staff then abstracted data from the checks onto prepared

forms and analyzed the endorsements. Analysts attempted to classify all

countersignatures on the back of each check as to the type of commercial firm. In many

cases dassification could be done immediately since the countersignature belonged to a

well-known supermarket chain or other type of firm. In other cases the countersignature

was an unfamiliar individual'sname. In these cases additional efforts were made to
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determine whether this name was a known retailer. These efforts included examination

of telephone directories and inquiries to former Food Stamp Program field

representatives most familiar with re,aU operations in the geographic area where the

check was issued.

Table IV-I presentsthe resultsof the cancelledcheck analysesforthe firstmonth of

NAP operations,3uly 1982,and thefourth month of NAP operations,October 1982.

During 3uly 1982, 55.5 percent of checks were cashed in supermarkets and other food

stores.An additional13.2percent of checks were probablycashed infood stores.These

checks had a firstcountersignaturewhich could not be identified,followedby at least

one additional countersignature which could be identified as a food, tobacco, or liquor

wholesaler,or a food wholesaler/retailercombination. Itislikely,but unverifiable,that

these checks were cashed by recipients in small food stores whose owners countersigned

the checks and presentedthem as payment to identifiablewholesaledistributors.Based

on thisassumption,Table IV-Iindicatesthatduring3uly 1982, 68.7percent of checks

were cashed infood stores,6.6percent were cashed innon-food businesses,6.3percent

were cashed in banks,and 15.4percent were unknown

Sincethe firstmonth of NAP operationmight have been unrepresentativeof recipient

check cashing behavior, the Food and Nutrition Service replicated the cancelled check

analysis for the month of October 1982. Table IV-I also shows the results for October.

Using the same assumption explained above regarding probable food stores, during

October 1952, 73.7 percent of checks were cashed in food stores, 3.4 percent were

cashed in non-food businesses,#.8 percentwere cashed in banks,and 17.7percent were

unknown.

In comparing the resultsfor the month of 3uly versus the month of October, the same

major pattern emerges. The majority of checks are cashed in food stores; a small

percentage of checks are cashed innon-food businesses,a small percentage of checks are

cashed in banks, and approximately 18 percent of checks cannot be identified in terms of

where they are cashed.

There isa small increasefrom 3ulyto October in the percentage of checks being cashed

in the combined categoriesof food storesand probablefood stores(69- 74 percent).

Within the categoriesof probablefood storesand food storesacross3ulyand October,

there isa largereductioninthe number of checks in the "probablefood store"category
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Table IV-I

Type of Business Where NAP Recipients Cashed
Food Assistance Checks During 3uly and October 1982

3Lily 1982 October 1982
Number Percentage Number Percentage

Typeof Business of Checks of Checks of Checks of Checks

Food Stores 555 55.5 616 61.6

Supermarkets 392 39. 2 363 36.3
Otherfoodstores 163 16.3 2.53 25.3

ProbableFoodStoresI 132 13.2 21 2.1

Non-FoodBusinesses 63 6.3 34 3.4

Shoestores 14 1.4 5 0.5
Hardwarestores g 0.g 3 0.3
Departmentstores 5 0.3 6 0.6
Pharmacies 3 0.3 3 0.3
Liquor stores 2 0.2 0 0.0
Gas stations I 0.1 4 0. t_
Restaurant I 0.1 0 O.0
Others 29 2.9 13 1.3

6anks 63 6.3 48 4.8

CheckCashingServices 3 0.3 _ 0.4

Unknown 2 184 1g.4 177 17.7
J.

Total 1,000 100.0 1,000 100.0

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program.

i-/Thefirstcountersignaturewas unknown butthesecondcountersignaturewas a food,
tobacco,orliquorwholesalerora foodwholesaler/retailercombination.

2--/Nocountersignaturecouldbe identified.
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and a largeincreaseinthe number of checks inthe "otherfood store"category. Because

coding was done in a consistentmanner for both months, thisdifferencemay reflect

eitherdifferencesin how small retailerscountersignedthe NAP checks or actual

differencesin where NAP recipientscashed theirchecks in 3ulyversusOctober. This

differencemay providereasonto questionthe validityof the assumption thatthe

"probablefood store"category reflectschecks cashed infood stores. The major pattern

of resultsremains unchanged by thisdifference.However, inlightof thisdifferencea

more conservativeestimateof the percentage of checks cashed in food storesin 3ulyand

October would be 5§.§percent and 71.6 percentrespectively.Use of these more

conservativeestimateswould alsoindicatea substantialincreasein checks being cashed

in food stores from 3uly to October.

Where NAP Recipients Report Cashing NAP Checks. During the recipient interview,

recipients were asked to report where they cashed their November NAP check. Table IV-

2 shows that the large majority of recipients (9#.3 percent) report taking their checks to

food stores. Very few recipients (3.2 percent) report cashing their checks at banks, and

only 1.? percent report cashing their checks in other types of non-food businesses or

services. Thus reports from recipients indicate that almost all recipients go to a food

store to conduct the initial transaction with their NAP check. That is, they select the

same type of store they had been obligated to use with food coupons. Very little check

cashing business for banks appears to have been generated under NAP.

Summary of Results. Both the FNS cancelled check data and the DSS recipient survey

data indicate that the majority of NAP checks are being cashed in grocery stores.

However, the estimates differ considerably. The FNS data indicate that 69 percent of

checks in 3uly and 74 percent of checks in October are being cashed in food stores, while

recipients' self reported data from the DSS survey indicate that 94 percent of checks in

November are being cashed in food stores. These differences may result from a number

of factors. First, the data were collected using three different reference mont hs and the

results may, in part, be indicating real changes across time. Also, the FNS estimates are

imprecise because of the 18 percent unknown category and some question regarding the

"probable food store" category. If the lg percent of unknown checks were all cashed in

grocery stores the estimates from both sources would be much more similar.
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Table IV-2

Place Where Recipients Reported Cashing
Their November 1982 NAP Checks

Number of Percentage of
Place Recipients Recipients

A. FoodStore 1,#09 94._.__3

Supermarket 850 56.9

Grocery Store 505 33.8

Other Food Store 54 3.6

B. Banks 48 3.2

C. Non-FoodStores 28 1.9

Shoe Store 7 0.5

Hardware Store 2 0.1

Drugstore 1 0.1

Department Store I 0. 1

Other 17 1.1

D. Miscellaneous 9 0.6

CheckCashingService 7 0.3

Neighbor/Friend 2 0. I

Total 1,_91+ 100.0

Source: FNS 1983 Evaluation of Puerto Rico Nutrition Assistance Program. Analysis of
DSS 1982 Recipient Survey.

IV-9



Both data sources also indicate that a small but significant portion of checks (3.2 - 6.3

percent) are being cashed in non-food stores; and very few checks are cashed in banks by

recipients (3.2 - _.8 percent).

What can be concluded from these data is that the worst fears regarding widespread

inappropriate use of NAP benefits are not substantiated by where recipients cash their

NAP checks. Although 3.2 - 6.3 percent of recipients are cashing NAP checks at non-

food businesses, the majority of recipients take their NAP checks to food stores.

However, even if the true proportion of NAP checks cashed in food stores versus other

types of businesses were known, such data do not give us a very complete picture of NAP

recipients' food expenditure behavior. First, the fact that a check is cashed in a food

store, does not indicate how much of the face value of the check is spent on food in the

store. At least two major supermarket chains in Puerto Rico do have information

available from their computerized cash register systems which show that on average

recipients spend approximately half of the face value of their NAP checks in the store.

However, we do not know whether this is representative of NAP recipients in general.

Also, il cash change was returned we do not know whether that cash change was spent

for food at a later time. And vice versa, the fact that a check was cashed in a non-food

store, does not indicate whether there was cash change returned, and if so, whether it

was used for food purchases.

Second, the issue is complicated further by the fact that households with income have

the ability to use food stamps or NAP checks to substitute in part for food that they

would have purchased even without the assistance. For example, consider a household

that formerly spent $100 per month on food and which now receives an additional $I00

per month in food stamps. This household may now consume $125 worth of food per

month, $100 in food stamps and $25 from income. This effectively frees $75 of income

for other expenditures. In this example, the marginal propensity to consume food from

coupons is .25 or for each one dollar in benefits, the household's demand for food at the

margin was increased by 25 cents. This example illustrates even though the $I00 worth

of food coupons were spent exclusively for food, they did not effectively increase the

household's food expenditures by that amount. Of course, this same substitution effect

can occur in the NAP program.
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Therefore, a determination of the effectiveness of NAP versus the Food Stamp Program

in terms of their shared objective of increasing recipient's demand for food must be

based on differences, if any, in food expenditures. Facts regarding where NAP checks

are cashed and how the benefits are not administratively restricted to food purchases, do

not provide an adequate basis for commenting on the effectiveness of the NAP program.

Reported Changes in Shopping Patterns Under NAP

There has been considerable speculation that NAP recipients would change what had been

their typical shopping patterns under the Food Stamp Program. Small retailers in Puerto

Rico have actively opposed NAP in part because of the difficulty of maintaining

suffident cash balances to cash checks whose value exceeds the amount purchased. It

has also been suggested that the elimination of restrictions on purchasing only food

products will lead NAP recipients to prefer larger stores which stock the greatest variety

of food and non-food items. Also, because of the magnitude of the food assistance

programs in Puerto Rico with over 400,000 participating households, any major shifts in

shopping behavior have the potential to require substantial adjustments in the retail food

business. In order to provide information on changes made by recipients, interviewers

asked recipients about the frequency and location of recipients major food shopping

during the Food Stamp Program and during the Nutrition Assistance Program.

Seventy-four percent oi NAP recipients report that they do their major food shopping

monthly, 14.7 percent report shopping twice a month, and only 11 percent report

shopping weekly or more frequently. The same pattern is reported during the Food

Stamp Program. In addition, 93 percent of recipients report that they did not change the

frequency of their food shopping after the introduction of the Nutrition Assistance

Program. Of the seven percent of recipients who did alter the frequency of their food

shopping under NAP, half report shopping more frequently and half report shopping less

frequently.

This low reported frequency of shopping, i.e., monthly, is different from relatively more

frequent shopping in the States. The high proportion of NAP recipients reporting

monthly shopping differs substantially from the 1977 data collected in Puerto Rico as

part oi the Nationwide Food Consumption Survey. That survey reported that 39 percent

of FSP participants shopped monthly. It is unclear whether the wording of the question
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in the DSS recipient survey, asking for frequency of "major" food shopping contributed to

underestimation. Also, we do not know from the question asked in the DSS survey,

whether additional smaller food shopping trips are made during a month by NAP

recipients.

As mentioned above, there has been widespread discussion about NAP recipients changing

what had been their typical shopping location during the Food Stamp Program. In

particular, small food retailers feared that they would be at a disadvantage under the

new program because they did not have large amounts of cash available to handle large

NAP checks. Small retailers thought that this would result in their losing customers who

would go instead to larger supermarkets. In order to provide information on where NAP

recipients shopped, interviewers asked them the location where they did their food

shopping in November 1982. The majority of NAP recipients, 5(;.8 percent, report

shopping at supermarkets, while 32.6 percent report shopping at (smaller) grocery

stores. An additional 7.8 percent of recipients report that they do their food shopping at

"cash and carry" stores which are advertised as discount, "no frills" stores. The

remaining 1.8 percent of recipients report shopping at a traditional market place, or a

warehouse-wholesaler and 0.9 percent is unknown. When asked whether their reported

shopping location was the same place where they did their food shopping during the food

Stamp Program, 92.5 percent of recipients responded that they had not changed their

food shopping location. Thus reports from recipients do not indicate that there were

widespread changes in shopping locations.

Table IV-3 shows the distribution of the 7.5 percent of recipients who did change their

shopping location by the reported reason for the change. The major reason for making a

change was to switch to a store with lower prices (53.6 percent). The major change made

was to switch from a grocery store to a supermarket, "cash and carry", or warehouse-

wholesaler. However, 20.5 percent of recipients who changed shopping locations went

from a supermarket to a grocery store, with the majority also unexpectedly citing lower

prices as the reason for the change. Although based on very few cases, it is of some

interest to note that when changes were made NAP recipients did so to shop more

economically.

There is no direct support for the hypothesis that the inability to cash checks due to lack

of cash is shifting NAP customers away from smaller grocery stores to larger stores.

Table IV-3 shows that 47 respondents, the majority of those reporting change and three
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Table IV-3

Distribution of NAP Recipients by

Reported Reason for Changing Food Shopping Location
During the NAP Compared to During the FSP

Reason for Changet

ChangeinFood Lower More
ShoppingLocation Prices Accessible Other Total

A. Have Changed Food 60 2_ 28 112
Sho ppin8 Locati on (33.6) (21. _) (25.0) ( 100.--_

From grocery storeto
supermarket, "cash and
carry",or warehouse- 2g # 15 #7
wholesaler (t_2.0)

From supermarket to 17 5 I 23

grocerystore (23.5)

From supermarket to "cash
and carry"or warehouse- _ 10 11 25
wholesaler (22.3)

Other 11 5 I 17

(15.2)

B. No Chan_e in Food ...... 11382
Shopping Location

Total 1,494

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program. Analysis
of 1982 DSS Recipient Survey.
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percent of the sample) reported changing from a smaller grocery store to a larger store.

However, the major reported reason for the change is lower prices.

In summary, the very large majority (over 90 percent) of recipients report that they did

not make changes in either their food shopping frequency or location. About three

quarters of recipients report shopping monthly, and over hall shop at supermarkets while

about one third shop at smaller grocery stores. Of the small percentage of recipients

reporting changes in the location of their food shopping, approximately half indicated

that they formerly shopped at a grocery store and now shop at a larger store such as a

supermarket. However, the most frequently reported reason for the change is lower

prices. On the other hand, approximately one quarter of recipients who changed reported

changing from a supermarket to a grocery store, with lower prices again being the most

frequent explanation.

Recipient Program Experiences

A major change in program features from the FSP to NAP is the change in the form of

issuance. The Commonwealth has suggested that the administrative ease of the new

check program will benefit the recipient and produce a more efficient, and safer program

that allows the recipient to maintain more dignity than a coupon based program. In order

to assess the comparative advantage of the check program in terms of inconveniences

and/or problems, recipients were asked to report the frequency of occurrence of listed

problems under both the FSP and NAP. Table IV-t_indicates the frequency of

inconvenience or problems encountered by recipients during both programs.

The most notable fact shown in this table is how infrequently problems are reported by

recipients under either program. Over 98 percent of recipients report that their NAP

check or FSP Authorization to Participate (ATP) card never was lost in the mail, and

never was stolen. Over 96 percent of recipients report neither their NAP check nor ATP

card ever had an error. Over 95 percent of recipients report that they were never

ashamed to pay with food stamps. Approximately 98 percent report that they never went

to a store that did not have enough money to cash their NAP check. And well over 99

percent of recipients never were offered credit instead of cash for the unused balance of

their NAP check.

The major problem reported by recipients applies only under the Food Stamp Program.

Over 88 percent of recipients report that one or more times they had to spend too much
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Table IV-4

Frequency of Inconvenience or Problems Encountered By Recipients
During the NAP and During the FSP

Number of Recipients Number of Recipients
Reporting Occurrence Reporting Occurrence

Durin[_ NAP During FSP
One or One or

Inconvenience or Problem More Times Never More Times Never

Check/ATP card was late 813 681 330 1,164
(54.4) (45.6) (22.i) (77.9)

Check/ATP card lostin 20 1,#7# 21 1,/473

the mail (1.3) (98.6) (1.4) (98.6)

Check/ATP card was stolen 4 I,#90 8 1,¢86
(0.3) (99.7) (0.5) (99.5)

Chec k/AT P card had 41 1,453 54 1,440
anerror (2.7) (97.3) (3.6) (96.4)

Spent too much time in
local office applying 224 1,270 572 922
for assistance (15.0) (85.0) (38.3) (61.7)

Spent too much time in NA 1 NA 1,317 177
line to get food coupons (88.2) (l 1.$)

Was ashamed to pay with NA NA 73 1,421
food coupons (4.9) (95. 1)

Store did not have enough 32 1,462 NA NA
money to cash check (2.1) (97.9)

Received credit _or unused 3 1,491 NA NA
balanceof check (0.2) (99.8)

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program. Analysis
of DSS 1982 Recipient Survey.

INA = not applicable

Note: Numbers inparenthesesare row percentages of the 1494 respondentscalculated
separately for the half row under the NAP and the half row under the FSP.



time waiting in line to get food coupons. During the Food Stamp Program in Puerto Rico

recipients received their ATP cards in the mail and were required to redeem the ATP

cards at local issuance offices monthly for their allotment of food coupons.

The next most frequent problem reported by recipients under both programs but more

frequently under NAP, was that their check was late (5# percent) or their ATP card was

late (22 percent). A final problem that was encountered by redpients with some

frequency under both programs but more frequently under the Food stamp Program, was

spending too much time in the local office applying for assistance. This problem was

reported by 38 percent of recipients during the Food Stamp Program and 15 percent of

recipients during the Nutrition Assistance Program.

Thus at least in terms of the pre-listed problem areas, the major complaint recipients

had with the FSP was the time required to wait in line to redeem ATP card for coupons

and at the local FSP offices. Mail issuance of checks has eliminated the waiting in line

to redeem ATP cards for coupons and appears to be an important determinant of

recipients' preference for the check program (see below). Over half of all NAP

recipients reported some difficulty with late checks. This is not surprising given that the

program had been implemented only a few months before the survey and had experienced

minor start-up problems. Very few recipients report that there was any embarassment or

stigma associated with using food coupons. Very few recipients report difficulty with

cashing their checks. In general, the data seem most notable in terms of the infrequency

of reported problems under both programs.

Recipient Preferences

Recipients were asked whether they preferred to receive their food assistance benefits

as checks or as food coupons. Table IV-3 shows their preference responses. The greatest

number, q9 percent, said they had no preference. Checks were preferred by _0.6 percent

of recipients, and food coupons were preferred by only 10.3 percent of recipients. Table

IV-3 also shows the reported reasons for NAP recipients' preference for food coupon or

checks ordered from the most to least frequent reason. The most frequently reported

reasons for preferring checks appeared to be based on convenience. Of recipients

preferring checks, 93. l percent reported that this was because they didn't have to wait in

line to receive the check. As mentioned above, since NAP checks are sent in the mail,
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Table IV-5

Reasons for NAP Recipients' Preference for Food
Coupons or Checks Ordered From Most to Least Frequent

Number of Percentage
Reason for Preference Recipients of Recipients

NAP ChecksArePreferred 606 40.6

Don't have to wait in line to receive 564 93.1
check

Easierto pay withcheck 359 59.2

Checks are safer 306 50.5

Can make better purchases with money 272 #4.9

Moreplaces to buywith checks 268 4#.2

Can use moneyfor emergencies 254 41.9

Can budget food expenses better 248 40.9

Can buy householdgoodswith check 2#8 40.9

Can use money for other necessities 200 33.0

FoodCouponsAre Preferred 157 10.5

Coupons are safer 110 70.1

Could count on a fixed amount 107 68.2

Can budgetfood expenses better 105 66.9

Canbuyall foodproducts 99 63.1

Easier to pay with coupons 83 32.9

Less identification needed with coupons 82 52.2

No Prei erence 731 _9.0

Total 1,#94

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program. Analysis
of DSS 1982 Recipient Survey.

Note: Respondents gave multiple reasons for preference so totals exceed 100 percent.

IV-17



thisavoidsthe two step issuanceprocessused under the Food Stamp Program of mall

issuedATP cardsfollowed by in-personredemption of ATP cards forcoupons at local

issuanceoffices.Another frequentreasonreportedfor preferringchecks was that itwas

easierto pay with checks (59.2percent).

Although convenience-based reasons are reported most frequently to explain a

preference for checks, a considerable number of recipients report that their preference

is based on the personal discretion in spending that is possible with checks. For example,

Table IV-5 indicates that #1.9 percent of recipients said they preferred checks because

they could use the money for emergencies I 40.9 percent because they could buy

household goods; and 33 percent because they could use the money for other necessities.

Among the 10.5 percent of recipients preferring food coupons, there was less variability

in the reasons reported for their preferences. Between 63 and 70 percent of recipients

preferring coupons reported that their preference was based on the safety of coupons,

the ability to count on a fixed amount of coupons, the ability to budget food expenses

better and the ability to buy all food products. Fewer recipients who preferred coupons

reported that this was based on convenience. For example, Table IV-5 indicates that 52 -

53 percent of recipients preferring coupons report their preference is based on the ease

of paying with coupons, or the need for less identification.

The relative frequency with which respondents endorsed each reason for preferring

coupons or checks can be used validly to rank order the reasons. However, the absolute

frequency of endorsement of each reason may not be a valid indicator of the prevalence

of the reason in the Population. Recipients were read a list of reasons which had been

based on the results of the pretest of the questionnaire. They were asked which reasons

applied in their case. There appears to be a general acquiescence bias with large

numbers of respondents "agreeing" that each reason listed applied to them. This bias is

most noticable among those who prefer coupons.

Reported Changes in Food Purchasing

There are presently no data available to compare expenditures of FSP recipients with

NAP recipients. The technically acceptable methodology for making this comparison

requires baseline data collected during the FSP and follow-up data collected during

NAP. In addition, the precise measurement of food expenditures usually requires a

detailed recall of purchases or consumption of specific food products including quantities
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and prices. However, because of the interest in changes in food purchasing under NAP

compared to the FSP, the NAP recipientinterviewincludingtwo globalquestionsasking

recipients to report purchasing changes, if any,

As a gross indicator of purchasing changes, recipients were asked whether they were

purchasing more, less, or about the same amount oi food now under the Nutrition

Assistance Program as they did during the Food Stamp Program. The majority of

recipients (65.5 percent) report that they are purchasing about the same amount of food)

while about one quarter of all recipients (26.6 percent) report purchasing less food, and

eight percent report purchasing more food.

For those recipients reporting an increase or decrease in amount of food purchased, no

information is available to indicate the magnitude of the differences. In addition, no

data were collected from recipients to explain the reason for changes in the amount of

food purchased. Possible explanations lor decreases in food purchases include the fact

that for certain months during NAP recipients received slightly lower benefits than they

did under the FSP. Also, the change from stamps to cash may lead some recipients to

buy less food in order to purchase other non-food goods and services. In addition,

conditions occurring at the same time as the program change but completely unrelated to

it) may produce differences in recipients food purchasing patterns, e.g., a reduction in

the number of meals eaten at home.

In order to attempt to get some indication of purchasing changes in specific products

during NAP, interviewers read NAP recipients a list of 22 products. For each product

the recipient was asked if they typically purchased it, and if so, whether their purchase

amounts were more, less, or about the same now during NAP as they were during the

FSP. Table IV-6 shows reported purchasing changes for three categories of products,

market basket items, expensive food items, and non-food items.

If one looks at reported purchasing of market basket items) it can be seen that the

majority of recipients who typically purchase these products (from 78-66 percent) report

buying about the same amounts during NAP as they had during the FSP. When one looks

at the number of recipients reporting purchasing changes ol market basket items, it can

be seen that the items showing both the smallest reported decreases (8-I¢ percent) and

largest increases (9-17 percent) are milk, poultry, and rice; items that are generally

considered diet staples. While there is variability among the other market basket items
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TableIV-6

Distribution of NAP Recipients Reporting Changes in
Purchase Amounts of Specific Products During the

NAP Compared to During the FSP

Number of Recipients Reporting Changes in No. of
Purchasing Based on Those Who Usually Buy Recipients

the Product Reporting
Aboutthe NeverBuying

Product More Less Same Total the Product

Market Basket Items

Rice 134 206 1,152 4#92 2
(9.0) (13.8) (77.2) (100.0) (0.1)

Grains 96 225 1,163 i,48# 10
(6.5) (15.2) (75.0) (100.0) (0.7)

Cereals 116 215 995 4326 16g
(8.7) (16.2) (75.0) (100.0) (1 i.2)

Milk 256 120 1,093 1,4,73 21
(17.0) (8.0) (70.2) (100.0) (1.#)

Poultry 162 158 1,149 1,469 25
(11.0) (10.8) (78.2) (100.0) (1.7)

Beef 105 285 4030 l,t+20 74
(7.4) (20.1) (72.5) (100.0) (5.0)

Pork 62 332 763 1,I57 337
(5.4) (28.7) (65.9) (100.0) (22.6)

Fish and Codfish 90 252 1,025 1,367 127
(6.6) (15.4) (75.0) (100.0) (8.5)

CannedMeats 63 243 877 1,183 311
(5.3) (20.5) (74. I) (100.0) (20. g)

Starchy Vegetables 84 329 895 1,308 186
(6.4) (25.2) (68.4) (100.0) (12.0)

GreenVegetables 99 292 1,048 1,439 55
(6.9) (20.3) (72.8) (100.0) (3.7)

Fruits 101 350 895 1,346 148
(7.5) (26.0) (66.5) (100.0) (9.9)
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Table IV-6 (Continued)

Number of Recipients Reporting Changes in No. of
Purchasing Based on Those Who Usually Buy Recipients

the Product Reporting
About the Never Buying

Product More Less Same Total the Product

3uices 138 315 969 1, ts22 72
(9.7) (22.2) (68.1) (100.0) (ts.g)

Cakes,custards ts6 269 826 I,ItsI 353
puddings (4.0) (23.6) (72.ts) (100.0) (23.6)

Expensive Food Items

T-bone, fillet, and 2 115 178 295 1199
beefskirt (0.7) (39.0) (60.3) (I00.0) (80.3)

Lobster, shrimp, 7 13ts 160 301 1,193
crabs (2.3) (##.5) (53.2) (100.0) (79.9)

Prepared foods 10 72 Its2 22ts 1,270
(ts.5) (32.1) (63.ts) (100.0) (85.0)

Non-food Items

Rum, beer, wine 2 # tsl ts7 1,ts47
(ts.3) (8.5) (87.2) (100.0) (96.9)

Pet food 7 19 88 114 1,380
(6.1) (16.7) (77.2) (100.0) (92.4)

Medicines 97 92 383 572 922

(17.0) (16.0) (67.0) (100.0) (61.7)

HouseCleaning 96 12ts 788 1,008 ts86
(9.5) (12.3) (78.2) (100.0) (32.5)

Toiletries 77 110 712 899 595
(8.6) (12.2) (79.2) (100.0) (39.8)

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program. Analysis of
DSS 1982 Recipient Survey.

Note: Numbers in parentheses are row percentages. Percentages are calculated separately for
the subsampie of persons who typically purchase the product. However, the percentage shown
for the number of recipients reporting never purchasing the product is that number as a
percentage of 1,09ts, the total sample size.
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interms of the p?rcentage of recipientsreportingdecreasesinamount purchased,none

of the reporteddecreases,with the exceptionof pork (28.7percent),fruits(26.0percent)

and starchyvegetables(25.1),are as largeas the percentageof recipientsreportingthat

they are purchasinglessfood (26.6percent)when asked a globalquestion(seeTable IV-

5). Such differencesare difficultto interpretbut probablyresultfrom the imprecise

nature of the measures and suggestthat some cautionshouldbe used in interpreting

these data on changes infood purchasesas anythingother than a grossindicator.

Table IV-6 alsoshows reportedchanges inamounts of expensivefood items being

purchased. The largemajorityof recipientsreportthat they never purchased expensive

meats, seafood,or preparedfoods (80-g5percent).Of the small number of recipients

who did typicaJlypurchasesuch items,the majorityreportpurchasingthe same amount

(53-63percent)but largenumbers reportpurchasingless(32-0.5percent).Small numbers

of recipientsreportpurchasingmore of these expensiveitems (0.6-5percent).

Table IV-6alsoshows reportedchanges in purchasesof non-food items includingalcoholic

beverages,pet food, toiletries,house cleaningproducts)and medicines,allof which were

ineligibleitems under the FSP. The data indicatethat 97 percent of recipientsreport

thatthey never bought rum, beer,or wine. Because these resultsare unlikelyand

because Iood stamps could not be used to purchasealcoholicbeverages,itappears

plausiblethat thisquestionwas misinterpreted.Other non-food items for which

recipientsreportpurchasingchanges were pet foods,house cleaningproducts,medicines

and toiletries.The largemajorityof recipients(92._percent)reportnever purchasing

pet food, 61.7percentof recipientsreportnever purchasingmedicines and 40-33 percent

of recipientsreportnever purchasinghouse cleaningproductsor toiletries.Of recipients

who reportpurchasingthese productsthe majorityreportbuying the same amounts. For

aliof the non-food items,except for medicines,from 9-17 percent of recipientswho

reportbuying them, say they buy less;and a smallernumber of recipients(q-10percent)

say they buy more. However, approximatelyas many recipientsreportbuying more

medicines as reportbuyingless(16-17percent).

Summary of Recipient Behavior

Data from two sources,cancelledchecks and recipientself-reports,indicatethat the

largemajorityof recipientsmake theirinitialtransactionwith theirNAP checks at a

food store. Less than fivepercentof recipientscash theirchecks in banks or innon-food

stores.
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Survey results show that the large majority of recipients have not changed their food

shopping frequency or location. Three quarters of recipients report that they do their

major food shopping monthly, with about hall of all recipients shopping at supermarkets

and about one third shopping at smaller grocery stores.

Data collected regarding problems or inconveniences during the Food Stamp Program and

during NAP show that the major reported problem was spending too much time waiting in

line to get food coupons. The second most frequently reported problem was late receipt

of the NAP check. In general the data seem most notable in terms of the infrequency of

reported problem under either program. The majority of recipients report that they have

no preference between coupons or checks for receiving their food assistance benefits.

About 40 percent prefer checks with the most frequently reported reason being

convenience, i.e., they do not have to stand in line to get food coupons. Only about ten

percent of recipients prefer coupons for a variety of reasons.

When asked whether they had changed the amount of food they purchased since the

introduction of NAP, the majority of recipients state that they now buy about the same

amount of food as they did during the FSP. About one quarter of recipients report

purchasing less food an(;i eight percent report purchasing more food. When asked whether

they had changed their purchase amounts of specific products the majority of recipients

report purchasing the same amounts of products with the items showing both the smallest

decreases and largest increases in purchases being diet staples. Relatively few recipients

report purchasing expensive food products or non-food products.
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Chapter V

Retailer Experiences Under the Nutrition Assistance Program

A major goal of the Nutrition Assistance Program (NAP) evaluation is to assess the

effects of NAP on the retail food sector· More specifically the evaluation was designed

to determine the impact of NAP on the financial status of food retailers· Providing food

assistance benefits in the form of checks rather than food coupons is a major procedural

change for food retailers in Puerto Rico. Therefore, how retailers respond to this change

is of interest to this evaluation.

Generally, food assistance programs are intended to increase recipients food purchases

and thereby their food consumption. If benefits in the form of cash tend to reduce food

purchasing, the financial status of retailers should be negatively effected· Potential

indicators of impacts on food retailers' experiences and preferences regarding the new

:ash program are also possible measures of NAP impact.

This chapter presents data from a survey of a representative sample of retail food stores

in Puerto Rico. The specific research questions to be addressed regarding the effects of

NAP on the retail food sector are [[sted below:

o What is the effect of NAP on food retailers:

· gross sales,

· business closures, and

· employment practices?

o What are food retailers:

· NAP check cashing policies and procedures,

· preferences for NAP checks versus coupons,

· perceptions of changes in food assistance customer purchases; and

. marketing responses to NAP?
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Summary of Retailer Survey Results

This section provides a summary of the results of the FNS retailer survey. For the

interested readers it is followed by a detailed discussion of the evaluation strategy, the

survey methodologys and the data analyses and findings.

Summary--Gross Sales. Depending upon whether the sample is restricted to include just

stores which had written sales records, or is expanded to include stores for which only

qualitative information on sales changes could be obtained, between two-thirds and

three-fourths of grocery stores experienced reductions in gross sales between October

198i and October 1982. The gross sales oi many stores iell by more than 25 percent.

The owners or managers of nearly all stores for which gross sales declined attributed ali

or part of the declines to the replacement of the FSP with the NAP on 3uly 1, 1982.

Stores whose customers included relatively few food coupon recipients were the least

likely to have had sales reductions and the most likely to have had sales increases.

Summary--Store Closures. Fifty of the 93_ retail grocery stores that were known to

have been in business in 3une 1982 and were included in the FNS survey of food retailers

had gone out of business by October 1982. It is not known how this compares with the

normal rate of attrition. Howevers an identical number of stores in this sample are

known to have begun operations between October 1981 and 3une 1952. Sketchy evidence

exists which indicates that ten percent of these stores which dosed did so for NAP-

related reasons.

Summary--Employment. Grocery store employment over the period October 198l to

October 1982 decreased by #.7 percent in response to sales reductions. The large

proportion of small family-operated stores is believed to have been one factor which kept

employment from falling by an even greater amount.

Summary--Preferences for NAP Checks Versus Food Coupon s. The owners/managers of

the sample stores which expedenceci reductions in gross sales between October 1981 and

October 1982 were far more likely to prefer food coupons and far less likely to prefer

NAP checks than the owners/managers of stores which experienced no change in gross

sales or increases in gross sales. The most frequently cited reason for preferring food
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coupons was that they led people to purchase more food. The most frequently cited

reason for preferring NAP checks Was that they are administratively easier to handle

than food coupons.

Summary--Check Cashing Policies. NAP checks were accepted at 98 percent of the

grocery stores which participated in the FNS survey of food retailers. One or more

pieces of identification were required to cash a NAP check at more than half of the

stores. Some retailers who reported that no identification was required may have done

so because they personally knew all of their customers. Bad NAP checks had resulted in

financial losses for between one and four percent of the sample stores. The owners and

managers of about nine out of ten of the stores reported that NAP checks were cashed

only when purchases were made, and the unspent balances of NAP checks were always

returned to customers in the form of cash.

Summary--Changes in Purchasing Behavior of NAP Customers. The owners and managers

of two-thirds of the sample grocery stores reported that food purchasing by nutritional

assistance recipients was lower under the NAP than under the FSP. Purchases by

nutrition assistance recipients of a number of specific food and non-food items fell in

more stores than they increased. These findings may result from biased reporting by

store owners and managers who generally oppose NAP.

Summarjl--Marketing Responses to the NAP. The survey data indicate that few Puerto

Rican food retailers responded to the NAP by adopting new marketing strategies or by

changing their product lines.

Evaluation Str.ategy

Assessing effects of NAP on retail stores is complicated by a number of factors and no

single analytic approach appeared to be adequate by itself. To improve interpretability

of findings and assure that results could be generalized to retail grocers throughout

Puerto Rico, the Food and Nutrition Service collected and analyzed two different data

sets which can be used to assess the effects of NAP on the retail food sector.

The first approach, a survey of a representative sample of retail food stores, which is

discussed in this chapter, gives a description of retailer experiences under NAP which
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can be generalized to all retaU food stores islandwide. The data are, of necessity, mostly

qualitative and require some caution in interpretation. This is because these data

represent the self-reported perceptions of a group with a clear vested interest in food

assistance programs during a period when there was extensive public discussion and press

coverage reporting declining retail food sales.

The second approach, an analysis of supermarket sales data, which is discussed in

Chapter VI, is based on a sample of approximately 100 supermarkets selected from the

ten largest supermarket chains in Puerto Rico. This is a sample of convenience, selected

on the basis of data availability, and the findings from it cannot be generalized to other

types of stores Islandwide. However, in contrast to the survey of the representative

sample of retail food stores, the quantitative nature of the supermarket sales data allow

more powerful analytic methods with statistical controls for factors which were changing

at the same time as the introduction of NAP. The rationale for using these two

approaches was to combine the advantages of strong statistical analysis and

representativeness and, thereby, to provide a more complete understanding of the effects

of NAP than could be reached through the use of a single approach.

Among the factors that complicate an analysis of the impact of NAP on the retail food

sector is the lack of written sales records among the majority of retail food stores in

Puerto Rico. A second complicating factor is the character of the NAP intervention

which combined reduced program funding with a change from coupons to cash benefits.

Additional complications result from the existence of numerous changes unrelated to

NAP that were occurring during the same time period. Each of these issues is discussed

briefly below.

Availability of Sales Data. Many types of firms that sold food, including supermarkets,

small grocery stores, food specialty stores such as meat markets, produce stands and

convenience stores, etc., were authorized to accept food coupons under the Food Stamp

Program (FSP). However three quarters of all authorized firms were either supermarkets

or small/medium grocery stores. Considering these two categories of stores separately,

over ?2 percent were small/medium grocery stores and only about eight percent were

supermarkets. This distribution is shown in TaMe V-I. It was also known that many of
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TableV-1

AnnualFood Stamp Redemptionsand GrossSalesof
Supermarketsand GroceryStoresAuthorizedUnder the

Food Stamp PrograminPuertoRicoin1980-

Annual Annual
Food Stamp Gross Redemptionsas

Type of Number of Redemptions Sales Percentage
Store Stores (MillionsSs) (MillionsSs) ofGrossSales

Supermarket 886 3#2.# 1,121.8 30.5
(7.5) (50.0) (64.5)

Small/medium 10,910 3t32.5 617._ 55.5
Grocery stores (92. 5) (50. 0) (3.5.5)

Total 11,796 68t4.9 1,739.2
(too. o) (lO&O) (too. o)

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program.

Note: Numbers in parentheses are column percentages.

1980 data are the most recent gross sales data available from Food Stamp Program
records.
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the smaller grocery stores in Puerto Rico are one or two person operations and generally

do not maintain good written sales records.

Using available data from Food Stamp Program records for 1980, Table V-I also shows

that the smaller grocery stores were more dependent upon food stamp receipts than were

the supermarkets. Food stamp redemptions as a percentage of total gross sales (cash

receipts plus food stamps) show that for every one dollar of total gross sales,

supermarkets on average received 30 cents in food stamps while grocery stores on

average received 53 cents in food stamps.

Considering these facts, it is clear that the large numbers of small grocery stores are an

important part of the re,aLl food sector in Puerto Rico and that they may be affected

differently by the program change to NAP than supermarkets. Therefore despite the

known absence of good sales records among many of these smaller stores, it was believed

that the experiences of small stores were of interest to an evalution of the new Nutrition

Assistance Program. These considerations, in part, justified the conduct of a survey of

grocery stores and supermarkets that was representative Islandwide.

.program Changes are Confounded. The introduction of NAP combines two changes, a

reduction in program funding, and a change from coupons to cash benefits making it

difficult to disentangle the independent impact of each change. Each of these changes

could potentially reduce the level of retail food sales. During the Fiscal Year 1982 Food

Stamp Program (FSP), the average monthly issuance of food stamps was $7_._ million.

Because of reduced program funding, in the first six months of NAP operations the

average monthly issuance of food assistance checks was $65.8 million. Thus, simply

considering program dollars available to be spent in retail food purchases, NAP

constituted an $8.7 million or 11.8 percent monthly reduction over the FSP. However, a

major concern regarding the NAP was that the change to cash food assistance might

serve to weaken the program's linkage between the assistance and participant's food

purchases. If under cash food assistance participating households do reduce their food

expenditures, this would lead to further reductions in retail food sales beyond what could

be predicted based on the reduced NAP funding levels.
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Changes Unrelated to NAP. A third issue that is relevant to an analysis of NAP impacts

is that factors unrelated to NAP have been chan_ng over time that can also affect the

retail food sector. The general economy in Puerto Rico has been in a severe recession

characterized by lack of economic growth and unemployment rates reaching record

levels of 2t_.6 in July 1982. It is likely that retail food sector growth has also been

affected by economic conditions. Predictions based on general economic changes and on

the NAP program change are the same; both could lead to reduced retail food sales.

Thus an important analytic requirement is to separate such general economic changes

from any changes attributed of NAP.

Another change which occurred specifically in the retail food sector during 1982 was the

dosing of all Grand Union stores in Puerto Rico. Grand Union had been the second

largest supermarket chain in Puerto Rico in terms of sales volume and had operated 17

stores, all of which were dosed by the middle of June 1982. The closure of Grand Union

at the same time as the conversion of the FSP to NAP, confounds these two changes.

However, in contrast to the predicted effect of NAP, and the predicted effect of general

economic changes, the Grand Union closure should have produced increases in food sales

alter 3une 1982. Other stores which picked up former Grand Union customer business

should realize increased sales. Thus it is important to separate the effect of the Grand

Union closure from the effect of NAP, since not to do so should lead to underestimates

of the magnitude ol a negative NAP effect.

Retail Food Store Survey Methodology

In order to describe the experiences of Puerto Rico food retailers under NAP, the Food

and Nutrition Service conducted a personal interview survey of manager/owners of

grocery stores and supermarkets in Puerto Rico during December 1982 and 3anuary

1983. The survey results are computed from a probability sample of food retailers

selected to represent the population of approximately 8,000 grocery stores and

supermarkets authorized under the Food Stamp Program in Puerto Rico in June 1982.

Sample Desig n. The sample design was a stratified random probability sample. A

complete computerized listing of all authorized food retailers kept by the Food and

Nutrition Service served as the sample frame for this survey. A 12 percent random
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samplewas selectedfrom_ach oftwo typesofstores,supermarketsand small/medium

grocerystoresthatwere authorizedundertheFood Stamp Program andactively

redeemingcouponsduring3une 1982.The sampleofstorestobe visitedcontained95#

stores.Thissamplehadbeenscreenedinadvancetodelete39 storesthatwere under

investigationfor violationsunder the FSP. Of the 954 stores, 50 stores had dosed, 50

storeshad notbeeninbusinessduringOctober1981and were notinterviewedand 50

storeseitherrefusedtobeinterviewedorhadextensivemissingdataand were deleted

from thesample.Thus)thesampleforanalysiscontainedg0g stores.Thiscombined

sampleofgrocerystoresand supermarketsallowsestimateswhich,due tosampling

error)can be expected to be within a range of _ 3 percent of the population value at the

95percentconfidencelevel.

SurveyProcedure.The surveydatawere collectedfrom qualifiedrespondentswho were

definedasstoreowners/managersorotherpersonswho were most familiarwiththe

stores'salesand businessexperiencesduringthepastyear. Personalinterviewsofthe

storeowners/managerswere conductedinthestorebytrainedinterviewersfrom theFNS

CaribbeanArea Officeusinga speciallypreparedquestionnaireinSpanish.

The interviewer requested salesfiguresfor the months of October 1981 and October 1982

and askedforan explanationforchangesinsales.Suchfigureswere availablefrom 317

ofthe 80#sampledgrocerystoresthathad beeninoperationinbothmonths.When

recorded salesfigures were not available (487 stores), the interviewer asked the store

owner/managertoestimatewhethersaleswere higher,lower,oraboutthesame forthe

two reference months_ and then proceeded to ask for explanations for any changes.

Informationonthenumber ofpaidemployeesduringthesetwo periodswas requested

along with explanations for any changes, lniormation was also requested on the

proportion of the store'scustomers receiving food assistance under the FSP. Additional

topicscoveredincludedtheretailer'sNAP checkcashingpoliciesand procedures;

perceptionsofpurchasingbehaviorofNAP customersincludingdifferences,'ifany,

during the FSP versus NAP; reported marketing behavior; and preferences for checks

versus coupons.

Attempts were made to reduce possible retailer bias against NAP by asking for objective

data where available. However, anecdotal information obtained from interviewer

accounts and knowledge of organized opposition to NAP by retailers suggests that some

caution should be used in interpreting these data.

v-8



The I=-ffect of NAP on the Gross Sales of Grocery Stores

In the followingdiscussionof changes in grosssales,quantitativeinformationis

presented for the subsample of 317 stores with written sales records, while qualitative

information is presented for the fullsample of 804 stores. Stores with written sales

records tended to be larger than stores without such records. Based on sales data from

FNS program files,itwas determined that 43 percent of the sample stores with written

sales records had average monthly sales of $10,000 per month or more. Ordy 14 percent

of the sample stores without written sales records achieved this volume of sales. This

finding implies that changes in gross sales reported below for stores with written sales

records are not representative of the entire population of grocery stores in Puerto Rico.

The change in grosssalesisbelievedto be the best availableindicatorof the totaleffect

of the conversionfrom the FSP to the NAP on the financialstatusof food retailers.

While the change in food salesisof more immediate interestin thisevaluation,written

records of food salesare almost never availablefrom stores.The best approximation to

food salesisfrom storeowners/managers' estimatesof the proportionof grosssales

accounted for by food. Sincethose estimates are likelyto be quiteunreliable,this

analysis is based on gross sales.

Itishypothesizedthatthe conversionfrom the FSP to the NAP resultedina reductionin

aggregate food expenditures. This hypothesis is based upon the possibilitythat food

coupons constrained some participants in the FSP to purchase more food than they would

have iftheir benefits had been in the form of cash. The lower level of program funding

under NAP also leads to the prediction of reduced food expenditures. Monthly funding of

the NAP was 11.8percentlower than that of the FSP duringfiscalyear 1982. If

replacement of the FSP with the NAP caused aggregate food expendituresto fall,then

many of the 804 sample grocery storeswhich were in businessin both October 1981 and

October 1982 are likelyto have experienced reductions in their gross sales. Table V-2

shows the distribution of the subsample of stores with recorded sales figures and the

distribution of allsample stores by the qualitative change in October gross sales between

1_)81and 1982. The distribution of stores with recorded sales figures by the quantitative

change incurrentdollargrosssalesisalsoshown.i/ Two-thirdsof the storesinthe full

i/Retailfood pricesin Puerto Rico rose by 1.2percent between October 1981 and
October 1982, as measured by the Consumer Price Index for food items. Because the
increase was small, references to dollar sales amounts in this chapter are in terms of
current dollars rather than inflation-adjusted dollars, unless otherwise noted.

lr_O



Table V-2

Distribution of Retail Grocery Stores by
Change in Current Dollar Gross Sales Between

October 1981 and October 1982, and by the
Availability of Recorded Sales Figures

Stores with
Recorded

Change in Gross Sales Sales Figures All Stores

A. Sales decreased 2_,8 5#5
(78.2) (67.8)

5096or more 30
25-4996 96
15-2¢% 52
5-1G'96 63
1-¢% 7

B. Sales did not change a 1_ 105
(4.4) (13.1)

C. Sales increased 55 62
(17.#) (7.7)

1-_ot6 1
5-1#96 21
15-2A06 16
25-4996 #
5096 or more 13

D. Lhkncxvn 0 92
(0.0) (ti.C)

Total 317 80# b

(1oo.o) (lOO.O)

Source: HqS 1983 evaluation of the Puerto Rico Nutrition

Assistance Progrwn. Analysis of FNS 1982-83 survey of Puerto Rico
retail food stores.

Note: 5knt>ers in parentheses are colmln percentages.

aStores with recorded sales figures are classified as having had
no change in sales if the oar_tedchange v_s less than one percent.
Stores without recorded sales figures are classified as having had no
change in sales ii their or,acrs/managers expressed the opinion that
sales had not changed.

blncludes 487 stores without recorded sales figures and 317
stores with recorded sales figures.
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sample experienced reductions in gross sales, while less than one-tenth experienced sales

increases. Thirteen percent of the owners/managers of stores in the full sample reported

that no changes had occurred in gross sales between October of 1981 and October of

1982.

Comparison of Stores with and without Written Records. The Table V-2 distribution of

stores with written sales records by the qualitative change in gross sales is rather similar

to the distribution for all stores. This is the case even though stores with written records

tend to be larger than stores without written records. If the category, "no change," for

stores with written records had been defined to include changes of up to 5 percent,

rather than I percent, then the two distributions would have been more similar.

Percentage Change in Gross Sales. The information provided in Table V-2 on the

distribution of stores with written sales records by the percentage change in gross sales

between October 1981 and October 1982 is quite interesting. Gross sales fell for 2qg of

317 of these stores. Slightly less than half of the sales reductions were smaller than 25

percent. Thirty-nine percent of the sales reductions were in the range of 25-_9

percent. A surprising 12 percent of the gross sales reductions exceeded 50 percent.

Thus, the first column of Table V-2 shows that three-fourths of the sample stores with

written sales records experienced sales reductions, more than half of which exceeded 25

percent. The average percentage change in gross sales of the 317 sample stores with

written sales records (including 2q8 stores for which sales fell, 14 stores for which sales

did not change, and 55 stores for which sales increased) was -9.9 percent.

Possible Biases in Sales Data. The validity of the quantitative sales data reported in

Table V-2 can legitimately be questioned. From an early date, food retailers in Puerto

Rico opposed the conversion from the FSP to the NAP. They believed that it would

adversely affect grocery store sales. Given their position regarding the NAP, grocery

store owners and managers had an incentive to report gross sales figures which were

consistent with a strong adverse effect of the NAP on the gross sales of their stores. To

minimize the misreporting of gross sales data, FNS designed the survey instrument in

such a way that this information was obtained only if it was based upon accounting

records, sales receipts, or similar written records. Despite this precaution, it is possible

that repondents were still able to misreport gross sales data so as to exaggerate the

adverse impact of the NAP.
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Caution about Causal Interpretation. Changes in sales from one year to the next can

occur for many reasons. Therefore, one should be cautious about inferring from this

evidence alone that the reduction in gross sales was caused by the conversion from the

Food Stamp Program to NAP.

Gross Sales Changes by Proportion of Customers Who Used Food Stamps. Table V-3

provides additional information on the distribution of grocery stores with written sales

records by the change in gross sales. There appears to be a relationship between the

proportion of a store's customers who received food coupons in the pre-NAP period and

the store's likelihood of having experienced a decline in gross sales between October 1981

and October 1982, The major difference is between stores for which coupon recipients

accounted for 23 percent or less of all customers, and all other stores. Sixty-one percent

of stores with 25 percent or less of food stamp customers experienced reductions in gross

sales. Of stores having more than 25 percent of food stamp customers, 75 percent or

more experienced reductions in gross sales. Although, this proportion does not increase

monotonically with the proportion of food stamp customers, the frequency of gross sales

reductions was still 16 percentage points greater for stores with the highest proportion of

food stamp customers than it was for stores with the lowest proportion of food stamp

customers. Among stores with written sales records, Table V-3 also shows that stores

which had the lowest proportion of food coupon customers were twice as likely as other

stores to have experienced increases in gross sales between October 1981 and October

1982.

Stated Reasons for Change in Gross Sales. The owners/managers of all but 34 of the 353

sample stores for which gross sales fell between October 1981 and October 1982

attributed all or part of the reductions to NAP. Frequently cited reasons include reduced

participation in NAP and the loss of NAP customers to supermarkets and to stores which

primarily sell non-food items. However, 479 stores cited at least one reason unrelated to

NAP for the decreases in their sales. Adverse changs in the economy, including rising

unemployment, were cited by _04 owners/managers 2._/ Changes in business competition,

such as the opening of a new grocery store in the same neighborhood, were cited by 263

owners/managers. No other NAP-unrelated reason for sales reductions was cited by

more than 23 retailers.

2--/The seasonally adjusted unemployment rate for Puerto Rico was 20.4 percent in
October 1981 and 22.8 percent in October 1982. Its peak during this 12 month period was
24.6 percent in 3uly 1982,
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T,_Jole V- 3

Distribution of Retail Grocery Stores by Percentage Chlnse in
Current Dollar Grams rials; Between October 1981 and October 1982

and by tho Percentage of Customers Who Bsclivld Food Coupons in
3lnuary-3une 1982

Percentage of Custo,Mrl Mbo Received rood Coupons
Percentage Change in Current

Dollar Gross Sales 0%-25% 26%-50% 51%-75% 76%-100% Ho Response Total

A. Sales decreased 20 67 84 75 2 248

(60.6) {81..7} (84.8) (75.0 ! (66.. 7 t (78.2)
50% or ,tore I 4 12 12 I 30

25-49% 9 24 38 35 0 96

15-24% 4 16 IS I? 0 52
5-14% 6 20 26 11 O 6:3
!-4% 0 3 3 O 1 7

B. hies did not chsn2e s 2 4 I 7 0 14

(6.1) (4.9} { 1.0_ {7.0) (0.0! (4. 4 )

c. hies increased 11 It 14 18 I 55

(33.3{ (13.4) (14.1) (.!.8.0! (33.3) (17.4)
<:: I-4% 0 0 I 0 0 I
t 5-14% 4 4 S 0 0 21

15-24% 2 :3 4 6 I 16
25-49% I I I I O 4
50% or mare 4 3 ] { 0 13

Subtotal, fl%SFaS with 33 82 99 100 ] ]17
recorded lalel figures (100.0) (100.0) (IO0.O) (IO0.O) (IO0.O) (100.0)

Stores without recorded 44 123 171 115 14 487

sales figures

Total z A11 .totes 77 205 270 2]5 17 804

Source, F14B 1993 evaluation of the Puerto Rico Hutrition Assistance Program. Analysis of FNS 1982-83
survey of Puerto Rico retail food stores.

Note, Numbers in paten%hess, are column percentaqes of stores with recorded sales figures.

aSales increased or decrssled by less than one percent.



Table V-4 shows that the frequency with which only NAP-related reasons were given/or

reductions in gross sales rises from 4 percent in stores with the smallest proportion of

food stamp customers to 13 percent in stores with the highest proportion of food stamp

customers, It is not surprising that the owners and managers of the stores which were

most dependent upon patronage by food coupon recipients were most likely to attribute

sales reductions exclusively to NAP.

Most of the owners or managers of the 62 sample stores for which gross sales increased

attributed the increases to factors unrelated to the NAP. A change in store selling

methods was the most commonly cited single reason for an increase in gross sales. Only

in stores with the lowest proportion of food stamp customers did more than half of the

respondents cite NAP-related reasons for sales increases. Thus, there is some evidence,

albeit based on a small number of observations, that stores which previously attracted

relatively few food coupon customers were most likely to thrive under the NAP.

Summary--Gross Sales. Depending upon whether the sample is restricted to include just

stores which had written sales records, or is expanded to include stores for which only

qualitative information on sales changes could be obtained, between two-thirds and

three-fourths of grocery stores experienced reductions in gross sales between October

1_81 and October 1982. The gross sales of many stores fell by more than 2.5 percent.

The owners or managers of nearly all stores for which gross sales declined attributed all

or part of the declines to the replacement of the FSP with the NAP on July 1, 1992.

Stores whose customers included relatively few food coupon recipients were the least

likely to have had sales reductions and the most likely to have had sales increases.

Retail Grocery Store Closures Since the Inception of NAP

Sales reductions of the magnitude reported in the previous sections portray an adverse

business environment in which a large number of Puerto Rican grocery stores may have

gone out of business. Information on the incidence of grocery store closures in Puerto

Rico during the summer and fall of 1982 is provided in Table V-5. This table shows that

5.2 percent of the 954 grocery stores which were included in the FNS survey on the basis

of their active redemption of food coupons in June of 1982 had gone out of business by

October. Information obtained from the current occupants of the buildings in which

these stores were located, or from the owners of neighboring stores, indicates that 10

percent of the stores which closed did so as a consequence of NAP-related sales
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Table V-4

Distribution of Retail Grocery Btoree by Reaeoaa
for 0umlitative Chlngt in Grois Bales Between Octoboz 1981

and Octobe[ 1982, and by the Percentage of CUItQmBrl
Mbo Reoelved food Coupons in 3anuiry-3une 1982

Percentage of Cumtomerl Mho Reaelved Food Coupon.
Realorul for Change

in Gross Bales 0%-25_ 26%-50% 51%-75% 76%-100% 14o Reaponle Total

A. Bales decreased 45 143 193 154 l0 545

(50.4) (6g.8{ (?t .5) (6s.s) {58.8) !67:8}
Rea.one cited -re ell 2 12 25 20 2 61

related to HAP

Reasons cited are all 2 8 8 10 ! 29
unrelated to NAP

Same reasons cited ere 40 122 157 124 ? 450
related to HAP

Ho reasons given 1 I 3 0 O 5

B. Bales did not change 12 34 23 33 ] 105

(15.6) (16:6! (8.5) 514.0) 117'6) (13. I)
Reasons cited are ali 0 I 2 I 0 4

<_ related to NAP

! Reasons cited are all 4 {0 5 12 I ]2
_n unrelated to NAP

Some reasons cited Ire 1 I 0 0 0 2
related to NAP

Ho reasOmB given ? 22 _6 20 2 67

C, Bile. increased 13 13 15 20 I 62

{ 16.9} {6.3) f5:6) IS:S) 51_:_9_ 7(,7)
Rea.oni cited are ill 0 0 I 2 { 4

related to NAP

Reasons cited are ill 6 9 7 12 0 34
unrelated to NAP

Borne raisons cited 7 4 5 4 0 20
ere r,.lated _.o hAP

No reaa_nl 9ivdn 0 0 2 2 0 4

D. Unknown 7 15 39 28 ] 92

49.I) _7,3) (14.4) (1!.9) (17.6) !11.4)

Total 77 205 270 235 17 804

Percentage of all stores 9.6% 25.5% ]3.6% 29.2% 2.1% J00.0t

Source, F3qS 1983 evaluation of the Puerto Rico Hutrition Assistance PrQ(jr&i. Analysis of IM8 1982-83
survey or Puerto Rico retail food stores.

Hotel Numbers in parentheses are column percentages.



Table V-5

Reasons for Retail Grocery Store Closures
During the Period 3une-October 1982

Reason for Nurrber Percentage
Store Closure of Stores of Stores

A. Store closeda 50 5.2

Due to poor sales as a 3 0.5

consequence of the NAP
Due to poor sales for reasons 15 1.6

unrelated to the NAP
Other reasons 22 2.3
Reasons for closure is unknown g 0.8

B. Store was still in business 864 90.6
J,

in October 1982

Store was in bHsiness in 804 84.3
October 1981_'

Store _s not in business in 50 5.2
October 1981

Store's October 1981 status I0 1.0
is unknov,n

C. Store'sOctober1982status 40 4.2
is unknov_n

Total 934 100.0

Source: t=NS 1983 evaluation of the Puerto Rico Nutrition

Assistance Program. Analysis of FiX5 1982-83 survey of Puerto Rlco
retail food stores,

aIniormation regarding stores which closed was o



declines. Sales reductions attributable to poor economic conditions, increased

competition, or other factors accounted for an additional 30 percent of all dosures.

Factors unrelated to sales, such as the retirement, Ulness, or death of a store owner,

were responsible for 44 percent of store closures. Because this information on the

reasons for store closures was obtained from individuals who may have been only casually

acquainted with the former store owners and their business operations, it is not believed

to be highly reliable.

However, Table V-5 also shows that 5.2 percent of the 954 stores in the sample had not

been in business in October 1981. In this sample 50 stores opened between October 1981

and June 1982, the same number as went out of business between June 1982 and October

1982. These data suggest that the store dosings may represent normal attrition and

change of ownership, but they should be interpreted with care since the data are from

different periods in time.

Summary--Store Closures. Fifty of the 954 retail grocery stores that were known to

have been in business in June 1982 and were included in the FNS survey of food retailers

had gone out of business by October 1982. It is not known how this compares with the

normal rate of attrition. However, an identical number of stores began operating

between October 1981 and June 1982. Sketchy evidence exists which indicates that 10

percent of these stores which closed did so for NAP-related reasons.

The Effect of NAP on Employment in Grocery Stores

When a grocery store goes out of business, ali of its employees lose their jobs. When a

grocery store experiences a loss of sales but remains in business, a strong possibility

exists that some of its employees will lose their jobs. The information on store closures

and sales reductions which was presented in the preceeding sections therefore suggests

that the FSP-NAP transition may have been accompanied by significant reductions in

grocery store employment.

The survey of Puerto Rican food stores did not obtain information on the number of

people who had been employed by grocery stores which went out of business. Therefore,

it s impossible to assess the extent to which the number of grocery store employees fell

as a consequence of NAP-induced store closures.



The vast majority of the 804 sample' grocery stores which were in operation in both

October 1981 and October 1982 were small stores. Fight-two percent of the sample

stores had only one or two full-time employees in October 1981. The sample stores

employed a total of 1974 persons in I981, an average of 2.5 employees per store.

Table V-6 shows the employment changes which occurred among the sample stores that

were in business in October 1981 and October 1982. Employment leu in 8 percent of the

sample stores and rose in 4 percent. The total number of persons employed by the

sample stores fell to 1,882, a reduction of 4.7 percent. The average number of

employees per store was 2.4 in October 1982. Stores which were very dependent upon

patronage by food coupon recipients were somewhat more likely to have dismissed

employees than other stores. The owners or managers of approximately 80 percent of

the stores which dismissed employees reported that they did so because of reductions in
sales.

An employment decline of nearly 5 percent in the retail food sector is of considerable

policy concern. Given the large sales reductions reported for many stores, it is

somewhat surprising that the employment decline was not even more pronounced. The

dominance of small stores in the sample may have muted the employment response to

sales reductions. The owners or managers of large stores are more likely to respond to

sales reductions by dismissing employees than are the proprietors of small stores. The

employees of a small store tend to be family members who are "paid" some portion of the

store's net revenues. When sales fall, such employees are rarely dismissed. Rather, they

spend more idle time on the job, and the pool of net revenues from which their wages are

paid shrinks.

Summary--employment. Grocery store employment over the period October 198I to

October 1982 decreased by 4.7 percent in response to sales reductions. The large

proportion of small family-operated stores is believed to have been one factor which kept

employment from falling by an even greater amount.

RetaUer Preference for NAP Checks Versus Food Coupons

We have seen that approximately two-thirds of the stores in the FNS survey of food

retailers experienced reductions in gross sales over a one year period which encompassed

the replacement of the FSP with the NAP. When asked why sales declined, the owners
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Table V-6

Distribution of Retail Grocery Stores by
the C_ange in the l_Lrnber of Full-Time

Employees Between October 1981 and October 1982

Percentage of Customers Who Received Food Coupons
Change in Nunber of

Full- Tine F:nployees C_6-25_6 26°-5096 5196-7396 7696-10096 No Response Total

A. Nunber of o_lJloyees 6 11 24 26 0 67
decreased (7.8) (5.4) (8.9) (11.1) (0.0) (8.3)
I I 4 19 13 0 37
2-3 4 4 4 10 0 22
4or more I 3 I 3 0 8

B. Ntrnber of employees 67 185 232 198 15 697
did not change (87.0) (90.2} (85.9) (84.3) (88.2) (86.7)

<

C. Numberof map!oyees 4 9 10 8 0 31
_o increased (5.2) (4.4) (3.7) (3.4) (0. O) (3.9)

i T 5 4 3 0 i3
2-3 I 3 5 5 0 14
4or more 2 I I 0 0 4

D. Unknown change in 0 0 4 3 2 9

number of i_ (0.0) (0.0) (1.5) (1,3) (11.8) (1.1)

Total 77 205 270 235 17 804

Percentage of al I stores 9.8)6 25.5)6 33. 896 29. 296 2.1% 100.096

Source: FNS 1983 evaluation of the Puerto RicoNutrition Assistance Progran. Analysis of FNS 1982-83
survey of Puerto Rico retail food stores.

rOTE: IXkn_ers in parentheses are col trm percentages.



and managers of 9# percentof thesestoresvolunteeredone or more NAP-related reasons

(TableV-#). Inlightof these responses,itwould be quitesurprisingifthe owners and

managers of a clearmajorityof alithe sample storesdidnot believethat NAP checks

were a less desirable means of providing nutritional assistance than food coupons.

The "total"column in Table V-7 shows, as expected,thatthe owners and managers of

more than three-fourthsof the g0g sample grocery storespreferredfood coupons to NAP

checks. Ordy 14 percent preferredNAP checks,while g percent were indifferent

between checks and coupons.

InTable V-7 itcan alsobe seen thatthe distributionof attitudesof owners/managers

toward NAP checks and food coupons differs considerably depending upon the sales

experiencesof theirstoresduringa periodencompassing the introductionof NAP.

Among owners/managers of storeswhich experienced grosssalesreductions,85 percent

preferredcoupons and only 9 percentpreferredchecks. Among owners/managers of

storeswhich experiencedgrosssalesincreases,61 percentpreferredcoupons and 27

percent preferred checks. Itissomewhat surprising to find such strong sentiment against

checks among owners and managers of stores which thrived under the NAP program.

Unexpectedly,the owners/managers of storeswhose grosssalesdidnot change were

more favorablyinclinedtoward NAP vis-a-visfood coupons than theircounterpartsin

stores whose sales increased. They were far more evenly divided in their preferences: 4#

percentpreferredcoupons while35 percent preferredchecks and 16 percent were

indifferent.

Owners/managers reportinga preferencefor food coupons over NAP checks were queried

about that preference. Table V-g shows that the firstreponse given by the vast maiority

was thatfood coupons generated more food salesthan NAP checks. Only one-eigthas

many owners/managers citedthe second most prevalentfirstreason for preferring

coupons--the desire to avoid sellingitems which had been restricted under the FSP,

and/or the feelingthatcustomers spent coupons on more appropriateitems than isthe

case with NAP checks.

Only 14 percent of owners/managers preferred NAP checks to food coupons. More than

half who had this preference indicated that it was based upon the greater administrative
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Table V-7

Distribution of Retail Grocery Stores by Preference
for Food Coupons or N_P Checks and by Qualitative

Change in Current Dollar Gross Sales Betx_en
October 198t and October 1982

Change in Current Dollar Gross Sales
Preierence for Food

Coupons or NAP Checks Decrease No Change Increase Unknown Total

Foodcouponsare 463 46 38 71 618
preferred (85.0) (43.8) (61.3) (77.2) (76.7)

No preference 28 17 7 Il 63
(5. t) (t6.2) (ti.3) (t2.0) (7.8)

N&P checks are 51 37 17 9 114

preferred (9.4) (35.2) (27.4) (9.8) (1#.2)

No response 3 5 0 1 9
(0.6) (4.8) (0.0) (l.l) (1.1)

Total 545 105 62 92 80q

(tOO.O) (100.0) (tOO.O) (I00.0)

Percentage of
all stores 67.g% 13.1% 7.796 ti.g% 100.0%

Source: INS 1983 evaluation of the Puerto Rico Nutrition Assistance Program.
Analysis of INS 1982-83 survey of Puerto Rico retail food stores.

Note: l_Jnbers in parentheses are col urrn percentages.

V-21



Table V-8

Distribution of Retail Grocery Stores by First Stated
Preference for Food Coupons or NAP Checks

_r Percentage
ReasonforPreference of Stores of Stores

A. Foodcouponsarepreferred 618 76.9

With coupons,people buy rnorefood 308 63.2
With coupons, benefits are larger and
more people participate 3 0.#

Maintaining sufficient change to cash
NAP checks is difficult 8 1.0

NAP results in customersshifting to
largerstores _ 0.5

Don't want to sell previously
restricted items to NAP participants,
or coupons put to better use 61 7.6

Otherreasons 3 0._

Noreasongiven 31 3.9

B. No preference 63 7...i88

C. NAPchecksarepreferred 11_ 14.2

NA_ checks permit the sale of mvre
nonfood items 20 2._

NA_Pchecks are ackninistrativelyeasier
than food coupons 67 8.3

Business is better with _ checks I1 1.4
Other reasons 6 0.7
No reason given 10 1.2

D. Preference is unknown 9 1.1

Total 80_ 100.0

SOJ_: INS 1983 evaluation of Puerto Rico Nutrition Assistance
Program. Analysis of h-NS 1982-83 Survey of Puerto Rico retail food stores.

V-22



ease in handling checks rather than coupons. Far smaller numbers of owners and

managers saidthat they preferredchecks because they permitted theirstoresto sell

more nonfood items, or because business was better with NAP checks.

Summ_y--Preferences for NAP Checks Versus Food Coupons. The owners/managers of

the sample stores which experienced reductions in gross sales between October 1981 and

October 1982 were far more likelyto prefer food coupons and far less likelyto prefer

NAP checks than the owners/managers of storeswhich experienced no change in gross

sales or increases in gross sales. The most frequently cited reason for preferring food

coupons was that they led people to purchase more food. The most frequently cited

reason for preferring NAP checks was that they are administratively easier to handle

than food coupons.

Retailer Check Cashing Policies and Procedures

We have just seen that most food retailers who prefer NAP checks to food coupons do so

because they are of the opinion that checks are administratively easier to handle than

coupons. However, the handling of NAP checks by retailers is not entirely problem

tree. A retailer may suffer a financial loss if a bad NAP check is accepted. Also,

problems with availability of cash change may arise when customers present NAP checks

made out for more than the amounts of the purchases. The frequency with which these

problems arise affects the attitudes of retailers toward the NAP. Also t the steps which

retailers take to deal with these problems may affect the attitudes of NAP participants

toward the program, as well as their choices concerning where to shop. Table V-9

summarizes the data on retailer check cashing policies and experiences presented below.

Although it is clear from the previous section that most Puerto Rican food retailers are

unhappy with the NAP, very few of them refuse to accept NAP checks. Ninety-eight

percent of the surveyed food retailers accept NAP checks, and only 2 percent do not.

The majority (56 percent) of those who accept NAP checks protect themselves against

the inadvertent acceptance of a bad (e.g., stolen) check by requiring the person who

presents the check to show some form of identification. A number of standard

identification cards such as a driver's license, social security card, or voter's registration

card are accepted, as well as NAP identification cards. Some retailers report that the

sales clerk's personal knowledge of the person presenting the check is sufficient

identification. A large minority (43 percent) of retailers who accept NAP checks do not

require those who present checks to show identification. It is likely that many of these
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Table V-9

N_ Check Cashing Policies and Experiences
of Retail Grocery Stores

l_nber Percentage
NAP Check Cashing Policy or Experience of Stores of Stores

A. NAPchecksaccepted 785 97.6

1. Is identification required?
Yes 437 54.4
No 340 42.3
Noresponse 8 1.0

2. Have any bad checks been accepted?
Yesa 28 3.5
NO 7#9 93.2
lS4oresponse 8 1.0

3. Is unspent balance returned in
the form of cash or credit7
Cash 725 90.2
Credit 13 1.6
Cashor Credit 29 3.6
NOresponse 18 2.2

4. Is purchase required?
Yes 703 87.4
NO 73 9.1
Noresponse 9 1.1

B. 1_ checks not accepted 15 1.9

C. hFhPcheckcashing policy unknown 4 0.5

Total 80_ 100.0

Source: FNS 1983 evaluation of the Puerto Rico Nutrition
Assistance Program. Analysis of FNS 1982-83 survey of Puerto Rico
retail food stores.

aAs rmny as 22 of these stores may have been reimbursed for
their losses, making the percentage of sotres suffering losses as low as
0.1.
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retailers know all of their customers and therefore see no reason to ask them to show

identification cards. Also, some of them may believe that they are safe in accepting

government checks.

Table V-9 shows that _ percent of the surveyed food retailers had accepted bad NAP

checks. Little information could be obtained regarding the dollar amounts of losses from

this source. As many as 22 stores may have suffered temporary losses due to the

following situation. When a NAP beneficiary does not receive his or her check on time, a

"stop payment" may be placed on the original check by DSS. If the beneficiary

subsequently receives and cashes the original check, before the "stop payment" is lifted

the accepting store is held liable. However, the store's loss is temporary if the situation

is corrected through the removal of the stop payment.

Few retailers reported that their first reason for preferring food coupons to NAP checks

was the difficulty of maintaining sufficient cash balances to redeem checks whose values

exceed the purchase amounts (Table V-S). However, it is likely that this problem is

encountered by some stores, especially by small stores. One way for retailers to

circumvent this problem is to credit the unspent balance of a customer's NAP check to

his or her accot;nt at the store. In addition to solving the store's cash availabL[ity

problem, this policy has the following effects:

o It [orces a customer to spend the entire value of his NAP check in the store

in which it was cashed. If it did not result in a loss of NAP customers, this

w_.uId be viewed as a desirable effect by retailers to whom NAP checks are

pr -_sented-

o It forces NAP participants to purchase only those items which are stocked

ir the store in which his or her NAP check was cashed. If this was a

t aditional grocery store, this might have the effect of forcing the NAP

partidpant to purchase mostly food items, much as was the case under the

FSP.

o because it restricts their freedom of choice, this policy might induce NAP

,_ar_icipants to cash their checks in stores which offer cash change or which

,rock a greater variety of goods.
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However, as indicated in Table V-9 very few of the sample retailershad the policy of

providing credit rather than cash to customers for the unspent balances of their NAP

checks. Less than # percent sometimes gave the unspent balance as credit;only about

2 percent always didthis.

The cashingof NAP checks for people who make no purchasesat alicould createa

more extreme cash availabilityproblem forfood retailersthan the provisionto

customers of cash change forthe unspent balancesof theirNAP checks. Table V-9

shows that only 9 percentof the sample retailerswere willingto cash NAP checks

when no purchaseshad been made. Two-thirdsof these retailersplaced some limiton

the sizeof the check that they would cash withouta purchase.

Summary--Check Cashin_ Policies. NAP checks were accepted at 98 percent of the

grocery stores which participated in the FNS survey of food retailers, One or more

pieces of identification were required to cash a NAP check at more than half of the

stores. Some retailers who reported that no identification was required may have

done so because they personally knew all of their customers. Bad NAP checks had

resulted in financial losses for between I and g percent of the sample stores. The

owners and managers of about 9 out of 10 of the stores reported that NAP checks

were cashed only when purchases were made, and the unspent balances of NAP checks

were always returned to customers in the form of cash.

Retailers' Perceptions of Chan_es in the Purchasin_ Behavior of NAP Customers

In this section, the responses of grocery store owners and managers to questions

concerning specific changes in the purchasing patterns of NAP participants are

examined. Interviewers asked store owners and managers whether NAP participants

were purchasing more, less_ or about the same amount of food as they had when they

received food coupons. Two-thirds of the owners and managers replied that NAP

participants were purchasing less food (Table V-10). Slightly more than one-fourth

replied that the food purchasing of NAP participants had not changed. Less than 3

percent replied that the participants were purchasing more food. The overall picture

obtained from Table V-10 is that the typical food assistance beneficiary purchased less

food under the NAP than under the FSP. This reinforces the earlier finding of a

substantial overall reduction in retail food sales between October 1981 and October

1952. However, we must keep in mind the fact that many grocery store owners and

managers objected to NAP and may therefore have exaggerated its adverse effect on

food purchasing.
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Table V-lO

Food Purchasing by NAP(]aeck Recipients fJuly-
October 1982) C_ared to Food Coupon Recipients

(3anuary-June 1982), as Reported by Retail
Grocery Stores

hkrnber Percentage
Change in Food Purchasing of Stores of Stores

More food purchased 20 2.5

Less food purchased 533 66.3

About the same amount of food

purchased 228 28.4

Respondent does not know if food
purchases have changed 19 2.4

No response 0 0.5

Total 80# 100.0

Source: k'NS 1983 evaluation of the Puerto Rico Nutrition

Assistance Program. Analysis of k-NS 1982-83 survey of Puerto Rico
retail food stores.
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Grocery store owners and managers were queried about changes which had occurred in

the purchasing of seven specific products by nutrition assistance beneficiaries since

the conversion from the FSP to the NAP. Their responses are shown in Table V-I 1. In

examining this table it is again important to recall that customers who are not

personally known to store owners and managers can be identified as being NAP

participants only when NAP checks are actually cashed. When subsequent purchases

are made, NAP partidpants are indistinguishable from other customers. Therefore,

store owners and managers may not have accurate information regarding the

purchasing patterns of NAP participants.

Table V-11 shows thatexpensivebeef and seafood items were soldby few of the

grocery storeswhich participatedinthe FNS survey. The owners and managers of

most of the storeswhich didsellthese items reportedthat nutritionassistance

recipientspurchased lessof them under the NAP than under the FSP. At hardlyany of

the storesdid NAP customers purchase more of theseitems than they had when the

FSP was in operation.

Almost allof the sample storessoldfiveof the specifieditems (pastries,rice,

alcoholicbeverages,and generalmerchandise). Inmany of thesestores,the

purchasingof these items by nutritionassistancerecipientsfellwhen the FSP was

replacedby the NAP. Reductions inthe purchasingof items which had been restricted

under the FSP occurred in roughlythe same proportionof storesas reductionsin the

purchasingof unrestricteditems. However, itissurprisingthat reduced purchasingof

generalmerchandise occurred inthe largestproportionof stores.Under the FSP, such

goods could not be purchased with food coupons. Therefore,some basisexistedfor

believingthat the purchasingof generalmerchandise by nutritionalassistance

recipientswould be stimulatedby the conversionfrom the FSP to the NAP.

After the replacement of the FSP with the NAP, between 6 and 9 percent of the

storesexperiencedincreasedpurchasingof pastries,poultry,and riceby nutrition

assistance recipients. However, purchasing by such customers of these foods

decreasedin about fourtimes as many storesas itincreased.

The conversion from the FSP to the NAP appears to have had a bigger positive impact

on the purchasing of previously restricted items than it had on commonly sold food
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Table V-Il

Purchasing of Seven Products by NAP Check
Recipients (3uly-October 1982) Co_ared to Food

Coupon Recipients (3anuary-3une 1982), /ks Reported
by Retail Grocery Stores

Nmi)er of Stores Citing Ohanges in Purchasing

About Don_t Store Does No

Product More Less the Sane Know Not Sell Response Total

Expensive food item
Beef (steak or other 8 106 83 8 592 7 804

expensive cuts) (1.0) (13.2) (10.3) (1.0) (73.6) (0.9) (100.0)
Shrimp, lobstert or other q 82 52 7 651 8 804

expensive seafood (0.5) (10.2) (6.5) (0.9) (81.1) (1.0) (100.0)
Pastries 50 230 370 11 130 13 804

< (6.2) (28.6) (06.0) (1.0) (16.2) (1.6) (100.0)
t

Poultry 70 293 369 7 55 10 804
(8.7) (36.0) (05.9) (0.9) (6.8) (1.2) (100.0)

Rice 60 260 453 9 6 8 800
(8.0) (32.8) (56.3) (1.1) (0.7) (1.0) (100.0)

Restricted it_ns under
the FSP

Alcoholic beverages 139 200 291 06 118 10 804
and beer (17.3) (20.9) (36.2) (5.7) (10.7) (1.2) (100.0)

General merchandise 126 310 345 10 2 7 804

(15.7) (38.6) (42.9) (1.7) (0.2) (0.9) (100.0)

Source: FNS 1983 evaluation of the Puerto Rico Notrition Assistance Progran. Analysis of FNS 1982-
83 survey of Puerto Rico retail food stores.

Note: hln_bers in parentheses are row percentages.



items. Purchasing by nutrition assistance recipients of alcoholic beverages and

general merchandise both increased in about 16 or 17 percent of the sample stores.

Nevertheless, the conversion appears to have had a negative net impact on the

purchasing of these items. Among nutrition assistance recipients, purchasing of

alcoholic beverages fell in I.A_times as many stores as it increased. Purchasing of

general merchandise feli in 2.5 times as many stores as it increased.

Summary---Changes in Purchasing Behavior of NAP Customers. The owners and

managers of two-thirds of the sample grocery stores reported that food purchasing by

nutritional assistance recipients was lower under the NAP than under the FSP.

Purchases by nutrition assistance recipients of a number of specific food and nonfood

items fell in more stores than they increased. These findings may result from biased

reporting by store owners and managers who generally oppose NAP.

Marketing Responses of Food Retailers to the NAP

Puerto Rican food retailers were greatly concerned that the replacement of the FSP

with the NAP would have large detrimental effects on their food sales. Given this

concern, one might expect a significant proportion of them to have made marketing

changes designed to minimize the negative effect of NAP on their stores. However,

the FNS survey data indicate that this did not occur.

Only 12 percent of the sample retailersreportthatthey responded to NAP by adopting

such marketing strategiesas offeringspecialsales,reducingprices,or remodeling

theirstores.There was very littledifferenceinthe frequency of such marketing

activitiesacrossstoreswith varyingproportionsof customers receivingfood

coupons. Further evidenceof retailerpassivityin responseto NAP isprovidedby the

survey findingthat only 7 percent of retailersmodified theirproduct linesby stocking

more alcoholicbeverages,alteringthe number of food items that were stocked,or

other such changes.

Summary--Marketing Responses to the NAP. The survey data indicate that few

Puerto Rican food retailers responded to the NAP by adopting new marketing

strategies or by changing their product lines.
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Chapter VI

Analysis of Supermarket Sales Data

In order to understand further the effects of the NAP on food expenditures in Puerto

Rico, monthly supermarket sales data for a period prior to and after the policy change

were examined. This chapter presents the results of the analysis of these data. The

overall results suggest that the reduced level of nutritional assistance under the NAP and

the replacement of food coupons with cash combined to cause modest reductions in

supermarket sales. However, the analyses presented here cannot distinguish the separate

effects of reduced program funding and the change to cash benefits.

The first section below describes the data used in the analysis. The second section then

discusses the analysis techniques and independent variables which were used. The results

of a descriptive analysis and a regression analysis are presented in sections three and

four. Conclusions drawn from the analysis regarding the effects of the NAP on

supermarket sales are presented in the final section.

Data

Monthly data on gross sales for the period 3uly 1979 through November 1982 were

obtained from seven supermarket chains on the Island. The inclusion of stores in the

sample depended largely on the ability and willingness of chain officials to provide data

within the short time frame available for the research, and thus the sample cannot be

viewed as a random sample of the universe of Puerto Rican supermarkets. However,

several different chains of varying sizes are included in the data, and it is reasonable to

believe that the data may be broadly representative of that universe. The stores

included in the sample varied considerably in size, ranging in average monthly sales

volume from about $70,000 to approximately $1,900,000 in 3anuary 1982 dollars. The

average monthly sales volume was approximately $435,000.

VI-1



The total annual sales of stores in the sample, aggregated across stores, was

approximately $650 million. Total 1982 food sales in Puerto Rico were approximately

$2,960 million!/. These numbers are not quite comparable, since the sales data in our

sample are gross sales and thus include some nonfood items. Nevertheless, since most

supermarkets on the island sell principally food, the above data suggest that stores in our

sample account for approximately 22 percent of the total value of food sales on the

Island. According to FNS program records, approximately _5 percent of all food sales in

Puerto Rico are made by supermarkets. Thus, stores in our sample account for about

half of all supermarket sales on the island.

Data were obtained for gross store sales rather than just for food sales because

preliminary discussions with store officials suggested that providing separate data on

food sales would be much more difficult than providing the gross data. In light of this, it

was believed that attempting to obtain data on food sales was not desirable. To do so

would have imposed considerably greater reporting burdens on the stores and probably

would have resulted in a smaller sample size, since some stores might not have been

willing to incur the expense necessary to develop such data. It was also felt on the basis

of these preliminary conversations that gross sales data were likely to be more accurate

than food sales data would be. To adiust for inflation in food prices, all sales figures

have been expressed in January, 1982 doUars 2/

Hard copy data--mostly in the form of handwritten recording forms--were initially

obtained for approximately 130 stores. After eliminating stores for which data for most

of the ql-month period were missing, the sales information for 125 stores was entered

into a computer file. Due to additional missing data problems this 125 store file was

reduced further to 99 stores. The analysis reported below was performed with a sample

limited to these 99 stores with full data sets. During preliminary stages of the research,

some analysis was done using the full 125-store data set, and it does not appear that any

of the basic results reported below would be altered if the full data set were used.

I-/This amount is fiscal year 1981 food consumption expenditures expressed in 3anuary
1982 dollars, using the CPI for food in Puerto Rico.

2--/The food component of the Consumer Price Index for Puerto Rico was used for this
adiustment.
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Analysis Methods

Two basic analysis methodologies have been utilized. First, direct comparisons have

been made between average monthly sales for selected periods before and after the

conversion from the FSP to the NAP. This is presented in the section titled "Descriptive

Analysis". Second, regression methods have been used to attempt to control for the

effects of other possible factors which might have influenced sales. In particular, two

sets of regressions have been estimated, one in which the basic unit of observation is

average monthly sales for a given month, aggregated over alithe stores in the sample

(i.e.,N = ti months); and a second, disaggregated, version in which each month's

observation for each store isa unit of observation (i.e.,N = 41 months times 99 stores, or

4059 observations). The disaggregated regression model appears to provide more valid

estimatesof the effectsof NAP on supermarket sales.For that reason the disaggregated

analysisispresentedin the text which follows. The analysisof the aggregated data is

presented in Appendix B.

!ndependent Variables Used

The only information obtained from the stores themselves for the study was their

monthly sales data. Therefore, the available data with which to attempt to control for

the effects of other factors in the regression models are somewhat limited. Certain

factors can, however, be at least partially controlled for, as discussed below.

Level of economic activity. It is likely that food sales, like sales of other consumption

goods, are affected by changes in disposable personal income. Unfortunately, monthly

data on disposable income in Puerto Rico were not available for the analysis. Therefore,

as a proxy for this variable we have used the island unemployment rate. This variable

has been expressed in decimal rather than percentage form in the empirical analysis.

Supermarket chains. In order to account for possibledifferencesamong the seven

supermarket chains, a series of binary (0,1)variables have been included in the

disaggregatedregressionsto representthe variouschains.

Time and seasonal factors. In order to account for possible trends over time in the data,

we have included in the aggregated analysis a linear time trend variable which is I for

the first period, 2 for the second, etc. Because the seven supermarket chains had widely

different rates of growth of average gross sales per store, the time trend variable has

been interacted with each of the seven binary supermarket chain variables in the
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disaggregatedanalysis.Inaddition,binaryvariablesrepresentingeach of the firstthree

quartersof the year have been includedto controlfor possibleseasonalvariation.(The

fourth quarter is omitted to serve as the reference point for this adjustment.) Inspection

of the data alsoshows that December isconsistentlya very high salesmonth, and an

additionalbinaryvariablehas been includedto representthismonth.

Grand Union store proximity. As discussed in Chapter V, one potentially confounding

factor in an analysis of the effect of NAP on retail sales is that the Grand Union stores

in Puerto Rico went out of business at almost exactly the same time that the NAP was

introduced 3/ In an attempt to deal with this, Food 5tamp Program officials in Puerto

Rico were asked to identify which stores in the sample had been in direct competition

with Grand Union stores. For each of the 11 stores so identified, a variable was set equal

to the natural logarithm of the sales volume of its Grand Union competitor which went

out of business.-_ _/ This variable has been included in the disaggregated regressions both

separately and interacted with a binary variable which equals 1 for the period after

Grand Union ceased business and 0 otherwise.

NAP indicator. The FSP was replaced by the NAP on July 1, 1982. To capture the effect

of this change on supermarket sales, a binary variable has been included in the

regressions which takes on a value of 0 for each of the 36 sample months up to and

including 3une 1982 and a value of I for each of the subsequent five sample months.

Five-week accountin_ periods. Supermarket chains were asked to provide FNS with sales

data by store for calendar months. Six of the seven participating chains complied with

this request. The remaining chain provided sales data based upon accounting "months"

which include no partial weeks. Fifteen of the 41 accounting months are composed of

five weeks, and the remaining are composed of four weeks. To correct for this

accounting quirk, a binary variable was created which equals I for any five-week

accounting month and 0 for all other months. This variable has been included in the

3--/June1982 was the last month of operationof Grand Union stores in Puerto
Rico. The NAP began on July 1, 1982.

--4/Grand Union sales figures were obtained from the third month preceeding the
closing of the respective Grand Union store. Sales amounts were converted to January
1982 dollars.
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aggregated regression. The interaction of this variable and the binary variable for the

chain which used this accounting system has been included in the disaggregated
· 5/

regressions.--

Inconcludingthisdiscussionof variablesused in the analysis,itshouldbe noted that the

finalregressionspecificationsused were determined afterconsiderableexamination of

the data,includingpreliminaryregressionanalysisusingvariousalternative

specificationsand variables.Thus, significancetestsbased on the finalregressionresults

must be taken as indicativeof the likelyimportance of the variousvariablesratherthan

as strictly-formalhypothesistests. Additionaltechnicalissuesrelatedto the analysis

are discussed in Appendix B.

DescriptiveAnalysis

Table VI-1displaysaverage monthly salesdata for the 99 storesin the analysissample.

Because there appears to be some systematic variationacrossdifferentpartsof the year,

our descriptiveanalysiswillfocus on the months for which salesdata under the NAP are

available,3uly through November.

As shown inthe firstrow of the table,reportedsales,deflatedby the food portionof the

Consumer PriceIndex for Puerto Rico,were higherduringthe NAP period(3uly-

November 1982)than they were duringthe same months in the previousthree years. This

findingdoes not confirm the priorexpectationthat the NAP would reduce sales.

To understand why the five-month averages do not indicatea salesreductionduringthe

NAP period, it isimportant to examine these data on a month-by-month basis. As can be

seen from examining the individualmonth data in the table,duringthe 3uly-September

periodof 1982,immediately afterthe introductionof the NAP, saleswere higherthan in

previousyears. Indeed,during 3uly,the firstmonth of the NAP period,monthly saleshit

theirhighestlevelof the whole periodcovered by the data,except for December months

which consistentlyhave very highfood salesbecause of the Christmas holiday.

5--/The supermarket chain which used the five week accounting month will henceforth
be referred to as chain X.

VI-5



There was a clear downward trend in the monthly data over the period following the

introduction of the NAP. By the last two months for which data are available, October

and November, monthly sales were lower than they had been in previous years, consistent

with prior expectations about the likely effects of the NAP.

In light of these observations, one possible explanation of the pattern in

the five-month averages is that some factor, either totally outside the analysis or

perhaps associated with the transition to the NAP, raised sales over the summer but then

receded in importance, thus allowing the true effect of the NAP to become evident.

However, inspection of the entire data set shown in the table shows that substantial

fluctations from month to month are not uncommon in the data, so it is also possible that

the relativelyIow October and November observationsare due to such a random

fluctuationand are notindicativeof a longerterm trend. There isno way to assess

whether thisisthe case inthe absence of additionaldata.

The fact that retailers could redeem food stamps up until 3uly 31, 1982 may partially

account for the 3uly sales surge. Thus, during 3uly a large volume of coupons were still

being redeemed and all of the NAP benefits were also available. The closing of the

Grand Union supermarket chain in 3une may also have been an important factor behind

the summer 1982 surge in the average sales of the 99 stores in the analysis sample. The

NAP and Grand Union effects are intertwined in the average sales data shown in Table

VI-I. These two factors may be why it appears that the negative effect of the NAP on

sales, if indeed there was one, was small. In the disaggregated regression analysis which

is described in the following section, the effect of Grand Union's going out of business is

at least partially controlled for, thus isolating the effect of the NAP.

In summary, then, a simple comparison of average data for the periods before and after

conversion from the FSP to the NAP does not support the hypothesis that NAP

substantially lowered sales. However, there is some evidence of a downward trend in the

sales data following the introduction of the NAP. If this trend continues, or at least is

not reversed, then average data based on a longer period of time would reveal a negative

NAP impact.

Figure VI-1 displays the monthly data graphically. This figure further illustrates the fact

that there is a noticeable downward trend in the post-NAP data and that this pattern is

not evident in the comparable periods in the previous years.
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Table VI-1

' Average Sales Per Store
a

for Sample of 99 Supermarkets

1982 1981 1980 1979

Average sales per month for July through 443.4 442.2 436.2 422.7
November

Percentage changes in July Chrough -7.9 -4.4 +10.4 +5.9

November average sales per month

Average sales by month

January 402.8 418.5 426 ·2

February 397.6 413.0 403.5

March 439.7 417.3 416.6

April 417.1 434.2 423.6

May 431.2 441.5 436.4
June 457.0 410.3 415.3

July 461.9 456.0 414.1 412.6

August 452.3 447.5 452.0 434.9

Sep_mmker 447. I 431.9 411.0 39 7.7
October 430.5 440.0 446.6 431.3

November 425.4 435.8 457. I 437.1

December 525.3 524.5 501.0

UneBDloFment rateb

Whole year 22.7 19.8 17.1 ....
July-November 23. I 20.9 17. I 17.2

Source: FNS 1983 evaluation of the Puerto Rico Nutritional Assistance Program.

Analysis of mon=hly supenmarket sales da=a, July 1979 - November 1982.

aSales are expressed in 1000's of constant January 1982 dollars.

bAverage of monthly rates (note t-hat the decimal values used in the analysis have

been converted to percentages for expository purposas).
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Figure VI-1

Average Monthly Sales for 99 Supermarkets

Average Sales in July 1979 through November 1982
1000's of Constant

January 1982 Dollars
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Regression Analysis of Disaggregated Data

Regression analyses were performed to explore the effects of the NAP on supermarket

sales while controlling for time trends and various factors which affect sales. This

analysisuses data on individualstoresand controlsfor factorsunique to them.

Analysisof DLsaggreEated Data. Table VI-2presentsthe resultsof a regressionanalysis

of the disaggregated data. Each unit of observation isa month for an individual store.

The regression has been estimated using the deviations from store means technique which

isdescribed in Appendix B. This allows each store in the disaggregated analysis to have

its own intercept, and each chain is permitted to have its own growth rate over time.

The chain-specific growth rates of real sales are given by the coefficients on the seven

chain-by-time interaction variables.

In order to protect the proprietary data of the supermarket chains which participated in

the study, their estimated monthly growth rates cannot be revealed. However, the range

of estimated growth rates is roughly between -2 percent and +1 percent per month. Six

of the seven estimated coefficients on the chain-by-time interaction variables are

statistically significant from zero at the five percent level. These interaction variables,

along with the store-specific intercept terms are to a large measure responsible for this

equation's high R 2 of .98.

The unemployment rate enters into the disaggregated regression with a negative

coefficient, as expected. However, its coefficient is not statistically significant from

zero. Ihe interaction of the five-week-month variable with the chain-X variable has a

large and significant positive coefficient. It indicates that the sales of the stores in this

chain were 21 percent higher in accounting months with five weeks than they were in

accounting months with four weeks.

The natural logarithm of the monthly sales of competing Grand Union stores appears in

the disaggregated regression interacted with a binary variable which "turns on" for

months following June 1982, the month that Grand Union ceased to operate food stores in

Puerto Rico. As expected, the coefficient on this interaction term is positive and

statistically significant. This tells us that when a Grand Union store went out of

business, any store in our data set which had been competing with it experienced an

increase in sales. Furthermore, the amount by which sales increased was a positive
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Table VI-2

Re9reisJ. on Analym£e o2 )!onChly Salem
For T,'tdLw:Ldmll Stores a

Y_r_tmat -_ _ c_ S_undird _at_cm

Variable Coeff:J.c:l. ent b "-" V&rL&bl_ c of V&r_able c

_vaz'cer I -0.02626 e 0.21951 0.41397
{ 3.4090 )

Qumz'ce_ 2 -4.01133 0.21951 0.41397
( 1.4578)

9varce: 3 o.oosoo 0.29268 0.45S05
(0.708S)

Dec.be= 0. 14224' 0.0 7317 0.26045
(13.5767)

Un.mplO_lnm: rate -0.11876 0,19405 0.02404
(0.4791)

IA Grind Union MLLoI x cst 0.01879* 0.08157 0.70007
(4.8?42)

NAP -4.06047' 0.1219S 0.32727
(5.8972)

S week uonth x chain X 0.20603* d d
(26.7391)

Chile 1 x T d 6.57576 11.77807
C_a_n 2 x ? d 1.48485 6.23583
Chain 3 x T d 1.4048S 6.23St3
(:ha.tn 4 x T d 0.21212 2.41353
ChAJ.n 5 x T d 1.27273 5.79040
ChLtn 6 · T d 1.27273 $.79660
Chain ? x T d 8.69697 12.84560

N: 4050

R_dln ok dependent _ar_L4ble: 5.67185: .98134

SOU=CU: _iS 1983 ev_uatLon of the Pumt'_o lt_co WuCrLCLona_ &ails-

Caeca Progrlm. _alFILS ok monthly lupeZllrkeC salem dace, Ju_y 1979 -
Novembe = 1982.

_e clependant vur£1ble LI '...he nails Iogaz_ll ok Che mon'chiy

sales of £nd.tvidual wupez_nrkmts, Ln Janua_ 1982 diolhrl.

b_blo$_ce vlSuls of "t" sceciiC$cl arb slm_m Ln _renChesai.

CThe mu and I_anda=d de_atio_ iho_ are for the un_raufo_d
(no_ in deviat_o_ form) variables.

C_n order to la/stain Cha anonyu:l, lL-y of _he IVqpiZl1431:ksC C_aL:Lnl vh_.ch
F_rCicl_ced _ _ study, Chis infernO:Los Li nm: being released.

Noce_ The "dsT:LaC:Leal _ml I_.oz_ lealal" pz'c:_ldtu'e ,*h£ch vel uled
Co eiCLliCe Chis oquatLon I_Z_L_ iId_ of chi 99 Mil(pie iCe. el Co h_v_ &
,,_J_lue byte unefcLIICod conllCuC CezB. The Fociil ok doin_] Chi de_laC_onl
CranifOzl_t_Lon_ of 'chi _i_bl_ tum_ up 99 defl_W of freedom.

VI-lO



function of the monthly sales volume of the defunct Grand Union store. Eleven of the 99

stores in the analysis sample were known to have been competitors of 11 different Grand

Union stores. The average monthly sales of these Grand Union stores was $530,000 in

3anuary 1982 dollars. When these Grand Union stores dosed, the sales of their

competitors rose by 11.8 percent, on average.

Conclusions. The disaggregated regression supports the conclusion that the NAP reduced

supermarket sales. The statistically significant negative coeffident on the NAP variable

indicates that the replacement of the FSP by the NAP restated in an average monthly

sales reduction of 6 percent for the 99 supermarkets in the analysis sample. That is,

sales for a typical store in a NAP month were 6 percent lower than in a pre-NAP month,

after controlling for differences in the unemployment rate, seasonal differences, the

dosing of Grand Union, and other factors. From this analysis alone, it is not possible to

identify the separate contributions of reduced program funding and change to cash

benefits from coupons. However, Chapter VH will present estimates of the separate

effects using economic theory and relevant data from earlier studies.

vi-11



Chapter VII

Economic Effects

This chapter reviewspotentialeconomic impacts of the replacement of the Food Stamp

Program (FSP)in the Commonwealth of Puerto Rico with the NutritionAssistance

Program (NAP). A major limitationof the chapter isthatthe directestimationof these

important effectshas not been possiblefrom the currentlyavailabledata on the Puerto

Rican economy and householdconsumption behavior. Consequently,a number of indirect

approaches have been followed and some tentative conclusions advanced. Itshould be

noted, however, that these conclusions indicate a high degree of uncertainty. At most,

they can be taken as only indicative or suggestive in character rather than as reliable,

much lessdefinitive,policyestimates.

The indirect approaches followed have drawn on implications of the economic theory of

household consumption behavior, on a number of statistical estimates of the effects of

food stamp benefit and cash income changes on the food consumption spending of low-

income households in the U.S. and Puerto Rico, and on selected aggregate economic data

for the Puerto Rican economy over the period. A fourth promising estimating approach

was tried using a newly developed large-scale econometric model of the Puerto Rican

economy to simulate the major macroeconomic and sectoral impacts of food program

at on 1/changes. However, the model proved to be not yet ready for reliableapplic i .--

The chapter includes the following sections:

o Summary of findings,

o Overview of the Puerto Rican economy,

o Economic impacts of food assistance programs at the household or micro level,

o Estimated economic effects of the transition from FSP to NAP in Puerto Rico.

l--/"An Econometric Analysis of the Effect of Reductions In Food Stamp Benefits and
Cash-out in Puerto Rico" (Draft Report), Governor's Economic and Financial Council, A.
Udall and M. Hill, February 1983. See also: "A Review and Evaluation of an
Econometric Model of Puerto Rico Developed by the Governor's Economic and Financial
Council Draft Final Report", Sidney Saltzman, Cornell University, February 1, 1983.
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o Expected economic impactsof food assistanceprogramsat the aggregate or

macro level,and for agriculture,and

o Conclusions.

Summary of Findings

The economy of Puerto Rico has experienced serious and in many respects worsening

economic problems over the past decade. Closely linked to the U.S. economy, it also is

vulnerable to the rapidly shifting forces of international competition. The 1970's were

marked by substantial decline in private investment, especially in manufacturing;

slumping construction activity, tourism and public works; and continuing retrenchment in

the once dominant sugar industry. The economy of Puerto Rico is characterized by the

following:

o Cyclical recession in the U.S. has a magnified impact in Puerto Rico.

o Poverty remains a significant problem for Puerto Rico. Although well off by

Caribbean standards, it is still poor in comparison to the U.S.

o Two areas stand out as playing a proportionately expanded role in the Puerto

Rican economy; public sector employment and the rise of Federal transfer

payments.

o Federal transfer payments to Puerto Ricans are nearly 25 percent lower in

dollar terms per person than Federal transfers to mainland residents ($681 and

$890 in 1979).

o The importance of the Food Stamp Program (FSP) and its successor Nutrition

Assistance Program (NAP) are much greater than on the U.S. mainland.

The key dimension of the direct economic impact of both food programs, FSP and NAP,

is their effect on the food consumption spending of participating households. All their

other broader economic and nutritional impacts stem from this first fundamental effect

in increasing participants' purchase and consumption of food. Most of the effects

described in this chapter were aimed to estimate the likely size of this effect. The

results are complicated and also have limited precision. The state of the art in this field,

and data resources to draw from, are lacking in many respects.
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The principal findings of the chapter may be listed as follows:

o The transition to NAP has reduced total food program benefits by an estimated

$186 million in Fiscal Year 1983, a 19.4 percent reduction from projected FSP

benefit levels.

o The reduction in total benefits has been absorbed largely through a reduction

in participating households (down by 10 percent) and not through a reduction in

benefits to households still participating (down only 2 percent on average

compared to 1982 FSP levels).

o The difference between FSP and NAP in their respective impacts on the food-

at-home consumption spending of Puerto Rican households is highly

problematical. The estimated range for the difference in overall effect on

food spending is from $19 million to $239 million in 1983, or from 0.7 to 8.4

percent of total Puerto Rican food consumption.

o The overall effect on food spending resulting from the transition (estimated

range $19 - $239 million) can be viewed as consisting of two separate effects

(althoughin fact they are operatingtogether):first,the benefitreduction

effectfrom projectedFSP levelsand second,the "cashouteffect"from

transformingthe form of benefitpayment.

o The estimated range for the benefitreductioneffectisfrom $19 to $61

milhon. The estimated range for the cashout effect isfrom 0 to $177 million.

o The range of uncertaintyin the estimates of overalltransitioneffects($220

million)isattributableabout one-filthto the uncertaintyas to benefit

reductioneffectand about four-fifths($177 million)to the uncertaintyas to

cashout effect.

o The upper range of estimate for cashout effect ($177 million) probably is too

high. There are several indications to this effect. In tact, the cashout effect

may be negligible or even zero. There is some independent evidence consistent

with this possibility.

o Estimates derived independently from aggregate time series data on food and

total consumption spending are consistent with these findings, but suggest a

somewhat lower upper limit for the estimated ranges of effect.
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Overview of the Puerto Rican.Economy

Prior to the 1950's, Puerto Rico's economy was largely based on agriculture. The island's

industrial development was, by and large, limited to supporting agricultural products,

mainly sugar, coffee and tobacco.

Beginning in the late 19#0's and escalating in the following decade, however, Puerto Rico

began a massive economic development sell-help program known as Operation

Bootstrap. Operation Bootstrap was notably successful in attracting, through extensive

tax exemptions and other incentives, U.S. investment to Puerto Rico, promoting such

industries as apparel and textiles, chemicals, pharmaceuticals, electronics and

machinery.

Despite this success, however, poverty remains widespread in Puerto Rico. Although the

Commonwealth appears well-oil as compared to its Caribbean neighbors, it is still quite

poor in comparison to the U.S. Per capita personal income in Puerto Rico, for example is

only about 40 percent of U.S. per capita income. In 1975, approximately 57 percent of

all families in Puerto Rico had incomes below the federally defined poverty level. One

recent survey indicates that 3.7 percent of the population had no reported income of any

kind2/

Contributing to the dimensions of poverty in Puerto Rico has been a steadily worsening

unemployment problem throughout the decade of the 1970's. The island's economy and

labor force are closely linked to the U.S., and lagging economic activity here has had a

magnified impact on Puerto Rico. The Puerto Rican unemployment rate was just about

twice that prevailing on the mainland during the 1970's, and in recent years the gap has

widened further. Limited job opportunities on the island have been coupled with an

increased rate of reverse migration of jobless young adults back to Puerto Rico from the

U.5. By July 1982 the unemployment rate for Puerto Rico stood at 2t_.6percent,

approaching to the worst of 1930's levels for the U.S3/

2--/Chai, J.C.; Teitelbaum, 3oel; Horowitz_ Grace_ An Analysis of the 1977 Puerto Rican
Food Consumption $urve¥ With Emphasis on the Effects of Food Programs, Economic
Analysis Staff, FNS, USDA_ April 1982..

3/Preliminary estimate for 3uly 1982, Puerto Rico Department of Labor & Human
Resources.
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While the net flow of migrants back to the island compounded Commonwealth economic

difficulties, a number of other sources contributed more directly. The period of the

seventies was marked by a substantial reduction of private investment in the

manu/acturing sector, reflecting U.S. recession and growing foreign competition. The

important Puerto Rican tourist industry was similarly adversely affected, while

construction activity slumped, public works spending slowed, and the previously dominant

sugarcane cultivation and processing sectors experienced continuing retrenchment.

These various factors are reflected in the lagging growth of Puerto Rican Gross National

Product in comparison to U.S. GNP. From Fiscal Year 1970 through 1981, nominal GNP

increased 251 percent in Puerto Rico ffrom $_,688 billion to $11.771 billion) and 301

percent in the U.S. (from $992.7 billion to $2,992.2 billion)._ _/ Puerto Rico's GNP

amounted to 0.47 percent of U.S. GNP in the earlier year and only 0.39 percent of U.S.

GNP by 1981. Price indexes for the two economies moved similarly over the period, so

the difference between their rates of real economic growth was approximately the same

as shown by these nominal growth comparisons.

In the face of the generally difficult, and in many respects worsening, economic

conditions for Puerto Rico over the past decade, two major areas stand out as playing a

proportionately expanded role in the island's economy. One of these is public sector

employment, the only major sector showing sustained growth during the recessionary

episodes of the period. By Fiscal Year 19gl, public administration employed some 203

thousand persons, or nearly one quarter of Puerto Rico's total employment.

The second area which served importantly to sustain the Puerto Rican economy during

this period was the substantial expansion of Federal income transfers to the island. From

a Level ot $303 million in Fiscal Year 1970, total Federal transfers to Puerto Rico rose to

$2.666 billion by Fiscal Year 1981, an increase of 8g0 percent in nominal terms.

_-_-/Informe Economico al Gobernador t 1981) 3unta De Planificacion De Puerto Rico,
February, 1982. All o£ the Puerto Rican economic data reported in this section, as well
as the Fiscal Year 1970-19gl comparisons of Puerto Rican and U.S. data, are taken from
this source, if not otherwise noted.
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As a proportion of total personal income in Puerto Rico, Federal transfers grew from 7.3

percent in 1970 to 21.1 percent by 1981. The significance of these transfer payments for

the Puerto Rican economy also can be gauged by comparing their magnitude with the

island's GNP, $11.771 billion in 19gL That is, the amount of these transfers was

equivalent to 22.6 percent of Puerto Rico's GNP in 1981.

The major part of the rapid increase in Federal income transfers to Puerto Rico is

attributable to the growth of Social Security Old Age, Survivors and Disability Insurance

(OASDI) benefits. These grew from $171_.0 million in Fiscal Year .1970 to $1,275.5 million

in 1981, a 733 percent nominal increase.

The second largest component of Federal income transfers to Puerto Rico consists of the

bonus value of food stamps. These grew from $281 million in Fiscal Year 1975, their

first year, to $860 million in 1981. By 1981, OASDI payments accounted for #7 percent

of total Federal transfers to Puerto Rico, while food stamp bonus value amounted to 31

percent. The remaining 22 percent was accounted for by veterans' benefits (8 percent),

Medicare payments (5 percent), direct subsidies to industry (2 percent), and 7 percent to

U.S. civil service and military retirement, rent subsidies, and grants to private

institutions and State government.

It should be noted that despite the very great relative importance of Federal income

transfers for Puerto Ricans, and for the Puerto Rican economy, the actual per capita

dollar amount of such payments is considerably lower in Puerto Rico than in the U.S.

These were calculated for 1979 as amounting to $681 and $890 per capita, respectively,

for Puerto Rico and the U.S_-5/

This seeming incongruity is owing primarily to the fact that per capita GNP and persona/

income levels are so much lower in Puerto Rico than in the U.S. - the smaller dollar

amount of transfers per capita there simply bulks much larger in relative terms (and

5--/Famadas, Nelson: Puerto Rico's Economic Future) Presentation to the White House
Task Force on Puerto Rico, Tabie 5 (President, Governor's Financi_ and Economic
Council).
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correspondingly,inrelativeecoF_omicimportance). Secondary reasonsfor the lower per

capitadollaramount of transfersto Puerto Ricans are that some major U.S.transfer)

and that the age structureof the Puerto PJcan populationisconsiderablyyounger on

average.

The Effect of Food Assistanceon Household Expenditure Patterns- ConsiderationsFrom

Economic Theory and Research Finding s

The goalof both the FSP and NAP isto providenutritionassistanceby means of

increasingrecipients'food purchasingpower. Itisthereforeimportant to determine the

effect on recipient's expenditures for food resulting from changes in the form and

amount of these benefitpayments. Inthissectioneconomic theory and researchfindings

are used to compare the effects on household food consumption expenditures of nutrition

assistance in the forms of cash and food coupons.

Household food consumption expenditures reflect a balance between dietary need,

personalpreferences,socioeconomic expectations,availablefinancialresources,and

needs or desiresfor non-food items (e.g.,shelter,clothing,energy). By increasingthe

resources available to the household, food assistance is intended to increase the dollar

value of the food purchasesand consumption of recipienthouseholds.

Household consumption theoryindicatesthat food coupons may affecthousehold

expendituresin two ways. First,householdscan use the coupons to increasetheirfood

purchasesover pre-assistancelevels.AJternatively,the coupons can free some household

cash resourcespreviouslyspent on food. These resourcescan then be used to increase

purchases of other, non-fooc items. This displacement of previous cash expenditures for

food with coupon expenditur:siscalled"substitution."

Typically, both effects will operate at once, whatever the form in which the benefit is

received. The normal recipient family will use its food benefit to increase its level of

food spending, but by less than the full value of coupons (or cash benefit) received. The

remaining coupon value (if that is the form used), although itself used directly for food

purchase, has the indirect e_fect of allowing an equivalent reduction in the family's cash
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expenditure for food. it simply will substitute for some part of the family's income

normally allocated to food purchase. (In the case of a cash benefit, the family simply

allocates directly a part of the benefit to increased food purchase and part to other

consumption uses.)

The net outcome of these two effects determines the overall impact of the benefit

received on each participating household's food (and non-food) expenditures. The

technical measurement of this combined or net effect on food spending is known as the

household's "marginal propensity to consume" additional food (MPC for food) out of its

increased purchasing power. That is, MPC for food measures the amount of increase (or

decrease) in household food spending associated with a change in household income, from

any source, as a proportion or percentage of the increase (or decrease) in income. For

example, if the household's net increase in food expenditure is 35 cents out of each dollar

of additional income or benefit received, its MPC for food has a value of 0.35.

At the theoreticalextremes, a household'sMPC forfood could equal a maximum value of

1.0ifitused itsincreasedpurchasingpower exclusive1y for increasedfood consumption.

At the otherextreme, itsMPC forfood couldequal zero ifitused the entirevalueof its

assistancebenefitfor increasednon-food consumption expenditure--directly,ifthe

benefitisin cash form, orindirectlythroughsubstitutionifitisin coupon form.

It is quite unlikely that either of these extreme values of MPC for food (1.0 or zero) are

ever observed in practice, at least over wide ranges of income. Both are far removed

from the normal consumption behavior of households, at all income levels, reliably

documented through extensive empirical research. However, variation is expected

among individual household's MPC values, and some tendency is observed for very low-

income households to have larger MPCs for food than higher-income households. (The

need for food is, in a sense, more urgent than other consumption needs, even for other

necessities. At very low incomes--when family members are in fact hungry--any

increased income may go preponderantly for additional food: i.e., MPC for food may

approach its upper limit. For higher income households, spending on additional food out

of increased income is much less Urgent and more competitive with other needs and

desires. For very high-income households, MPC for food may approach its lower limit.)

VII-8



The overall impact of any food assistance program on the total or aggregate food

spending of itsparticipants will depend on the overall extent to which substitution of

food benefits for cash resources otherwise spent on food takes place. The resulting

aggregate net effect for food consumption spending ismeasured by the average value of

MPCs for food across the entire group of recipient households. This isa magnitude that

can be estimated statisticallyfrom sample data on household incomes, benefits, and

consumption spending patterns. In general, the poorer the overall sample of households

observed, the higher their average MPC value for food can be expected to be (the less

the overall substitution expected) and the greater the overall effect on food consumption

spending of any change in income or benefits. Over most ranges of U.S. household

incomes thisshiftin MPCs for food isslightr_6/but the comparison of U.S. and Puerto

Rican average MPC values should show some variation.

Use of MPC to Compare Program F_ffects. The derivation of marginal propensities to

consume food is a complex exercise. Ideally in order to ascertain any difference in food

expenditures due to a cash versus in-kind (coupon) benefit, an experiment should be

conducted so a direct comparison can be made between comparable groups one that

receives no benefits, one that receives coupons only and one that receives cash only.

Unfortunately this has not been done in Puerto Rico. Thus the only way to estimate

these MPCs is through simulations using data from one point in time. This section will

summarize recent research and simulations on this topic. The next section will discuss

important limitations to these estimates. In summary, the analysis presented in this

chapter will provide the reader with ranges of potential effects based on the two key

NAP changes: a reduction in benefit levels and the provision of cash rather than

coupons. The ranges indicate that there may not be any cashout effect or that there may

be a substantial cashout effect and that there will be some benefit reduction effect.

6--/Moststatisticalestimationsof MPC for food have utilizedlinearestimatingmodels
which mask this effect altogether - by assumption, MPC isconstant across income levels
in such models. Also, the MPC concept isfrequently confused with "APC", the "average
propensity to consume" food out of total income. APC ismore familiarly known as the
"share of food expenditure" out of household income or total consumption expenditure.
In contrast to MPCs for food at different income levels(which are broadly stable),APC

for food declines markedly and consistently as household income rises, the regularity of
this relationship is so pronounced that ithas been known for more than a century as
"Engel's Law", after the Swiss economist Ernst Engel, whose early consumption studies
begining in 1857 gave it great emphasis.

VII-9



Probably the most important aspect of using MPC estimation for comparing the effects

of FSP and NAP programs on Puerto Rican food consumption is,that research findings

usually show that there is a difference in the value of MPC for food depending on the

form in which benefits are provided. 7/ The average MPC for food out of a dollar's worth

of benefits received as food stamp bonus has been estimated variously at anywhere from

two to five times as great as the MPC for food out of an additional dollar of regular cash

income_ 8/ However, not all studies have shown this difference, and technical problems

with estimation may make specific estimates invalid.

Recent research based on the Puerto Rico sample of the 1977-78 Nationwide Food

Consumption Survey (NFCS) has produced detailed estimates for the first time of the

M PC values for food out of cash incomes and food stamp bonus values among Puerto

Rican FSP participants and eligible but nonparticipating househoids_ ! These estimates

of MPCs for food among low-income Puerto Rican households show an FSP effect on

expenditures for food-at-home consumption approximately three times as great as the

marginal effect on food expenditure of equivalent cash incomes among statistically

matched household groups during the 1977-78 period, l0

7/See for example, L. Salathe:"The Impact of the Food Stamp Program on Food
Purchases by Low Income Households". USDA, Economic Research Service,19g0,and D.
V/est:"Effectsof the Food Stamp Program on Food Expenditures".Washington State
University, 1979.

--S/Themost refinedcurrentestimatesof MPCs for food among U.S.food stamp
participatinghouseholdsand eligiblebut nonparticipatinghouseholds,derivedfrom the
1977-75 Low-Income Sample of the USDA Nationwide Food Consumption Survey,show an
MPC forfood-at-home consumption out of food stamp bonus valueof .2_+and from
equivalentcash income of .09. See David Smallwood and 3ames Blaylock: "Analysisof
Food Stamp Program Partitipationand Food Expenditures",USDA, Economic Research
Service,February, 1983 (forthcoming).

9/Laura Blanciforti, National Economics Division, USDA Economic Research Service:

"Food Stamp Program Effects in Puerto Rico," ERS Staff Report, February, 1983.

lo/The estimated values are .33 and .10; see Blanciforti, op. cit., pp. 30-33.
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The implication of this finding, if taken at face value, is that benefit dollars distributed

as cash payments rather than food coupons may be expected to generate only one-third

as much impact on househ¢ld food consumption, over pre-assistance levels. Similarly,

the Smallwood-Blaylock findings from the U.S. data imply a much greater effect on food

consumption spending from food coupons than from cash benefits. These findings are

similar to several other empirical studies which have shown a differentia] effect on food

spending between food coupons and cash income.

If it is true that food coupons and cash income effect food spending differently, changing

the form of benefit from food coupons to cash (i.e., "cashing out" the Food Stamp

Program) may lead to lower food consumption. Expectations of a significant "cash-out

effect" in lowered food expenditures from a given benefit level depend, at least

implicitly, on this particular inference.

In the next section, we present numerical estimates for the FSP-NAP transition effect

based on these recent MPC estimates. However, there are a host of serious reservations

in using them with this interpretation.

First, the statistical results themselves may not in fact be providing accurate estimates

of the differential MPC values. There are technical limitations on this type of

estimation which may actually invalidate the results obtained. What has been

interpreted as different effects on food spending, out of coupons or cash, for the same

population may actually be reflecting an (otherwise unverifiable) critical difference

between subpopulations, of program participants and eligible nonparticipants, in their

relative preference for food over non-food consumption.

Second, the traditional economic theory applied in this area (consumer utility theory)

provides no support or explanation for the substantial differential effects between

coupons and cash that frequently have been found. To the contrary, the chief prediction

from the theory, as traditionally applied, is that for the large majority of food stamp

households there will be no such differential effect. 11/

11__/Smallwood and Blaylock,op. cit.,providea good discussion.
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Third, perhaps the only recent research paper to find a complete absence of differential

effects predicted by the theoryl_ 2/also advances a technical argument indicating that

the various estimating equations yielding the apparent differential results (including

earlierestimatesbythesame authors)havebeenconsistentlyincorrectlyspecified.Itis

toosoontoknow ifthisfundamentalcritiqueisvalid,butifitdoesprovesotthe

apparentdifferentialeffectinvirtuallyalltheearlierestimatesmay indeedbe illusory.

Finally, and perhaps most important: even if the statistical results on MPCs for food--

derived from a given population at a given point in time--are themselves valid and

accurate, they are essentially static in character. The usual inference noted above, that

they will be equally valid for predicting the changing behavior that will result in the

dynamic situation of a population experiencing an important change in circumstances

over time, may be quite unfounded.

Indevelopingtheestimatespresentedbelow,we havebeen particularlysensitivetothis

possibility.Specifically,inestimatingthecurrentbehaviorofNAP recipients,itisnot

sufficient to assume that the NAP benefit, since it is paid in cast%will be allocated

between food and non-food spending in the same manner as cash income was within the

previous FSP'context. Nor is there any basis for assuming the opposite., that the NAP

benefit necessarily will be allocated between food and non-food in the same proportions

as the previous coupon benefit.

Traditional utility theory provides no guidance here, and neither do the previous

empirical results. Either alternative is possible--a plausible case can be made for each.

Consequently, the conservative estimating approach is to develop numerical estimates on

the basis of both assumptions and then compare their implications. This is the procedure

followed in the present report.

12---/D.Franklin, M. Demousis and M. Harrel: Income Effect of Title II Commodities in
Rural Panama, draft report to Office of Program, Policy 6c Evaluation, Bureau of Food
for Peace and Voluntary Assistance, U.S. AID, September 1982.

vii-12



The two separateestimatesmay be regardedasspecifyinga reasonablerangeoflikely

effect on household food spending res,lUng from the shiftfrom coupon to cash benefit.

ItaJsoislikelythat,ifhouseholdspendingbehaviordoesinfactchangewiththe cash

grant, such a shiftoccurs gradually rather than allat once. In that case, the assumption

that households use their NAP benefit checks justas they would food coupons may be

accurate initially,while the assumption that NAP benefits affect spending just as any

other cash income would may accurately indicate the longer-run situation.

Effects of the FSP-NAP Transition on Food Consumption in Puerto Rico

In the absence of directly appropriate information on changed household spending

patterns resulting from the FSP-NAP transition, a number of problems concerning the

more indirect estimation of its effects must be addressed. The most problematical

concern the validity and applicability of the MPC estimates that are aYaUable_as

discussed above. If the available MPC estimates are accepted as valid and applicable,

the estimation of food program impacts under either FSP or NAP separately is

straightforward. The appropriate average MPC value for the participant population is

multiplied times the aggregate level of program benefits (or change in level of benefits)

to determine the volume of additional food spending directly attributable to the benefits

(or change in benefits).

Another kind of complication arises, however, in identifying dearly the deferences in

food spending effect between the FSP and NAP programs. This is due to the fact that

the introduction of NAP involved two distinct kinds of change at once: the reduction in

total benefits from the level experienced under the FSP on the one hand and the

replacement of food coupons with cash benefits on the other. The estimation procedure

used attempts to separate the effects of these two changes, the straight forward benefit-

reduction effect and the so-called "cash-out" effect. However, this is one more layer of

complexity, and the rather simple method employed may not in fact adequately

distinguish the two effects.

The effects estimated in this chapter are expected effects for Fiscal Year 1983. If

Puerto Rico had remained in the FSP, the most recent cost projections (employing

January 1983 OMB economic indicators) suggest that a total of $957 million in benefits
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would be paid to 1.8 million recipients during this fiscal year. The NAP plan of operation

states that the Commonwealth will pay out an expected $771 million in benefits during

Fiscal Year 1983. Thus, total benefit payments for the year are reduced by $186 million

The method used was the following. (For convenience, let the MPC for food out of

coupon benefits be designated MPC c and out of cash benefits or total income inclusive of

benefits as MPCy.)

I. First estimate the food spending effect of the FSP as such, assuming no program

changes. To do this, multiply the projected level of FSP benefits in Puerto Rico at

current levels under the assumption of no program changes ($957 million in Fiscal

Year 1983) by the appropriate MPC value for program participants, or an

acceptable proxy for it.

In this case, Blanciforti's estimate of the FSP effect for Puerto Rico--a .33 impact on

marginal food spending attributable to program benefits--is highly appropriate, although

derived from somewhat older data (the 1977-78 Nationwide Food Consumption Survey,

special Puerto Rican sample), it corresponds exactly to the variant of MPC c needed: the

effect of food stamp benefits, as such, specifically for Puerto Rico. 13/

13--/II the MPC for food among Puerto Rican FSP households had shifted as a result of the
1979 program changes--primarily, elimination of purchase requirement--then this
estimate from the earlier data would be a less reliable indicator of the more recent

("post-fZPR") program effect. However, this apparently did not happen in the U.S., where
estimated MPCs are available for both the pre- and post-EPR food stamp program. Thus,
this estimate probably is valid in the Puerto Rican case as well.

In a number of other respects, Blanciforti's estimate is a sophisticated one and should be
reliable, based on the method developed by Salathe: "The Food Stamp Program's Impact
on Low-Income Household's



There isnevertheless a range of uncertainty as to the most appropriate MPC value to use

inassessingthe overalleffectof food stamp benefitson householdfood spending.

Consequently, an alternative MPC value of .10 also was used for this estimation of FSP

effects.14/ The resultprovidesan estimated range for the likelyeffect on participating

households' spending for food-at-home consumption, if the FSP had continued unchanged,

of $96 to $316 millionfor FiscalYear 19831.-15/

2. For the NAP effect, multiply the aggregate benefit level budgeted for 1983 ($771

million)by the appropriateMPCy value for program participants,or an acceptable

proxy (.10)1.1--6-6/ This resultsin an estimated program effecton Puerto Rican food-

at-home consumption spending for 1983 of $77 million.

14/The. 10 value used here representsan estimate of MPCy for Puerto Rican FSP
participants,with income definedinclusiveof cash and coupon bonus value. (Thisvariant

might be designatedMPCy+c.) Thisestimate alsowas derivedby Blancifortiin the work
cited,althoughnot includedin the ]fRS StaffReport.

15----/Thisamounts to about 3.3to 10.9percent of the totalvalue of recent annual food
expendituresin Puerto Rico (about $2.9billion).Blanciforti'sestimatesfrom the 1977-78
NFCS data indicate that, for the food stamp recipient population in Puerto Rico total
food-at-home expenditureroseby 14.8percent as a resultof participationin FSP. (op.
cit.,p. 31). These resultsare consistent.

i6/Thisisthe MPCy coefficientfor the marginal food-at-home expenditureeffectout of
totalincome forlow-income Puerto Rican householdsnot receivingfood stamps,

althougheligiblefor FSP participation.Ithas the same value(rounded)as the MPCv+ c
coefficientfor FSP participatinghouseholds,representingthe marginal food expenditure
effect out of total income (cash plus bonus coupon value) for food stamp recipients.
Blanciforte,op. cit.,Table §. A similarconsistencybetween the estimated valuesof
these two MPC variants for participating and nonparticipating eligible food stamp
households is found in the U.S. estimates.
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3. For the overall dilference in effect on food spending of the FSP and NAP programs

at projected 1983 levels, these results can simply be compared directly. This

indicates an estimated range of $19 - $239 miJiion/or the overall effect of the

FSP-NAP transition, including both aspects of the changeover.

As noted above) the separateimpacts of)first)the benefit-reductioneffectattributable

to the reduced levelof totalbenefitsaccompanying the transitionto NAP, and second,

the "cashout"effectstemming from the replacement of food coupons by cash benefit

payments under the new program, are difficultto distinguish,both conceptuallyand

practically. The method employed was as follows.

4. For the benefit-reduction effect) first determine the dilference in total annual

benefits between the two programs, expressed on a common basis, ($957 - $771 =

5186 millio Ir1_-7-7/).Then multiply this amount of benefit reduction by the .... --'

appropriate MPC value for program participants. Since there is uncertainty as to

just what the best MPC value may be/or application in this circumstance, we

estimate the effect in two ways. First) we apply the estimated MPC c value for

earlier Puerto Rican FSP participants (.33) and second, we apply the MPCy value
estimated/or eligible low-income Puerto Rican households not receiving food

stamps (.i0), in lieu of direct knowledge of the actual MPC value for NAP

participants. This procedure produces a range for the estimated benefit-reduction

effect at 1983 program levels of S19-61 million.

5. For the "cash-out" effect, multiply the current annual NAP benefit (budgeted for

1983 at $771 million) by the difference between MPC c and MPCy for ti_e

participant population (.33 - .10 = .23).

I7----/r3othprogram levels were expressed in projected 1983 values. For some purposes, the
slightly smaller actual FSP level just prior to NAP would be useful, but would introduce
extraneous elements into the straight program comparison.
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Here again, there is no certainty as to the most appropriate MPC values to use,

especially for the MPC among NAP participants. In order to estimate reliably the

effects of cashout under the NAP conversion we would have to know how recipients

spend their NAP checks. The assumption that they use their checks as they do cash

income gives a very dJJferent estimate of NAP impact compared with the assumption

that they use their NAP checks as they previously used food stamp coupons.

If NAP recipients use their checks as cash, the Bianciforti values for MPCs discussed

above (.33 and .I0) give the very high estimate of $177 million reduction lB/in food

purchases for NAP recipients. If, on the other hand recipients use the NAP checks just

as they had used coupons, there was in fact no cashout effect from NAP (.33 - .33 = 0).

Under this assumption changing the form of the benefit did not reduce food purchases.

An estimate of no cashout impact is consistent with the finding from Chapter IV. Our

study from the retail sector found that a very large majority of NAP recipients cash

their checks in grocery stores. The survey also found that the large number of recipients

reported no change in food expenditure behavior and no reduction in food purchases. A

finding that there was no cashout effect is also consistent with the results of the Food

Stamp SSI/F_Jderly Demonstration Evaluation which concluded that there was no

significant difference in MPCs for cash and coupons among project participants.

The ranges of estimated effects on food spending resulting from the transition to NAP

are summarized in Table VII-I

The difference in overall program effect on food spending between the FSP and NAP is

estimated to range from $19 million to $239 million at 1983 levels. This is a wide range

of uncertainty, amounting to the difference between about 0.6 percent and 8.2 percent of

total food spending in Puerto Rico ($2.856 billion in fiscal year 1951).

The wide variation in these estimates of possible impact stems from our lack of reliable

knowledge in two areas. First isthe effect on food spending of the Puerto Rican FSP as

1._8/(.33 -.10) x $771 million = $177 million.
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Table VII-1

Estimated Impacts on Food-at-Home Consumption Spending

of Food Stamp Program, Nutrition Assistance Program,
and FSP-NAP Transition Effects

Estimated Range Range of Uncertainty

Typeof Effect (millions) (millions_

Overall ProBram Effects:

1. FSP $96- 316 $220
2. NAP $77

Difference in Overall Effect

(FSP - NAP effects) $19 - 239 $220

Separate Aspects of Transition:

3. Benefit Reduction (BR) Effect $19 - 61 $ 42

< 4. Cashout (CO) Effect of Transition $ 0 - 177 $177

i Combined Effects of Transition
(BR + CO effects) $19 - 239 $220

Source: FNS 1983 Evaluation of Nutrition Assistance Program.
Fiscal Year 1983 basis.



it existed prior to the change, and of t: e major benefit reduction from FSP levels that

occurred incident to the change. In ea,zh case, we are unsure of the most appropriate

specific MPC for tracking these food _tamp related effects.

Second is the size of the potential cashout effect of the transition to NAP proper: if the

NAP benefit is used essentially as cash. the cashout effect could be very large; if it is

used very much as food stamps were, ;ne cashout effect could be very slight or even

zero.

The range of uncertainty in the overall, or combined, effect amounts to $220 million (a

difference of 7.6 percent of total Puerto Rican food spending). Of this overall range of

uncertainty, about one-fifth ($42 million) is attributable to the uncertainty over the

spending effect of food stamps and about four-fifths ($177 million) to the uncertainty as

to the specific cashout effect.

As noted, there are some indirect gr, unds for believing that the cashout effect as such

may in fact be small. An FNS demonstration project designed to examine ways to better

meet needs of the elderly in the Food Stamp Program was conducted in 1950-$1 in eight

states of the U.S. Households whose members were all 65 or older and/or participated in

the Supplemental Security Income (SSI) Program received cash food stamp benefits in the

form of checks rather than in the form of food coupons. The impacts of benefits on food

expenditures were not significantly lower than in the comparison sites. 19/ If the cashout

effect of NAP is small, then the overall effect of the transition should be much closer to

the lower end of the range given. For example, the upper range of cashout estimate here

implies that NAP recipients have substantially altered their food consumption habits in a

brief period of time, due simply to the change in form of benefit payment. The

literature on food consumption suggests that food purchase habits change more slowly

and over a longer period of time.

I?--/USDA, Food and Nutrition Service, Food STamp SSI/Elderly Cashout Demonstration
Evaluation, 3une, 1982.
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Another independent source of information strongly suggests the presence of a very weak

or negligible cashout effect occuring within the Puerto Rican economy in the six months

following the introduction of NAP. The Puerto Rico Commerce Department monthly

survey of retaU sales by type of establishment shows the relative trend between food and

non-food retail sales moving in the opposite direction from what would be predicted from

the cashout effect. Table VII- 2 shows the relevant data.

The meaning of the cashout effect is that consumers shift their relative spending

patterns away from food and to non-food items. According to these Commerce

Department figures, exactly the opposite happened over this period in Puerto Rico_

While supermarket and food store sales increased in five out of six months compared to

the year previous. Total retail sales and major categories of non-food retail sales

actually declinedin each month compared to the year previous. A relative shift between

food and non-food spending was occurring, but in the direction of relatively greater food

spending compared to non-food, rather than less, the opposite of the cashout effect.

It is not known what economic forces were causing this unusual relative shift in consumer

spending patterns away from that predicted by the cashout effect, but at the least the

indication is that the cashout effect if any, was not a very strong one.

The extreme range of the cashout effect estimated using Blanciforti's values for MPC

out of food stamps and cash respectively (.33 and. 10) suggests that the MPC c estimate

of .33 may be too high. For example, Smallwood and Blaylock's recent estimates of U.S.

MPC out of food stamp benefits are in the range of .2t_ to .30, and Allen and Gadson's

estimate of MPC c also was .2#. 20/

If the .33 estimate is too high and a somewhat lower MPC c for Puerto Rico would be

m°re realistic, the upper limit of the estimated ranges, both for the benefit reduction

20---/Allen,3oyce and Kenneth Gadson, "Nutritent Consumption Patterns of Low Income
Households: A Comparison by Urbanization and Region. USDA, Economci Research
Service, 1982.
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Table VII- 2

Percentage Change in Value of Retail Sales

1982 in Comparison to Same Month 1981

(current dollars)

July August September October November December

TOTALRETAILSALES -3.94 -9.68 -6.60 -8.13 -5.14 -5.95

Supermarket and

Food Stores 10.64 4.17 9.36 -2.34 1.74 3.55

General MerchandiseI

Stores -4.74 -12.72 -13.20 -9.02 -1.63 -1.79

Department Stores -5.36 -14.07 -15.28 -10.48 -4.96 -2.79

i Source: Monthly retail sales survey of the Puerto Rico Commerce Department.
The three largest categories of stores are shown.



effect, and for the cashout effect would be lowered. The adjustment would be

proportionately greatest for the cashout upper limit estimate, thus reducing the very

large range of uncertainty found for cashout using the Blancifortl values.

Another type of evidence altogether from aggregate time series data on food

expenditures and food stamp benefit amounts also can be used to produce very

approximate estimates of the marginal effect of food stamp benefits on food

expenditures. These estimates too appear to fall within the range of values of the

average household MPCs derived from micro data, which provides some further indirect

confirmation of the microievei estimates.

The macroievel estimates were computed using per capita real values (193# dollars) for

food expenditures and food stamp benefits. They were computed for the five years prior

to the introduction of the FSP in Puerto Rico and for the seven years following its

introduction but prior to NAP. The average per capita real figures (using the entire

population of Puerto Rico) are as follows:

Food Expenditures FS Benefits

1970-7q $219.8 $0

1975-81 $239.7 $66.9

The estimated marginal effect of food stamp benefits on food expenditures is given by

F£/ FSB = 199/66.9 = .30.

This estimation procedure may be criticized on two grounds: it does not account for the

food distribution program which was in effect through 157§, and it does not control for

other variables such as GNP which may affect food expenditures. Data limitations

prevent us from addressing the second problem. The first problem can be partialy

resolved by adding the value of the distributed commodities to food expenditures and

recomputing the food stamp effect:

Food Expenditures +

Value of Distributed Food FS Benefits

1970-7o, $225.8 $0

1975-81 $2q.O.t+ $66.9
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Using these numbers, the estimated marginal effectof food stamp benefitson food

expendituresks 11.6/66.9= 17.

The food distribution program depressed food expenditures during the pre-FSP period.

An estimation procedure which fails to account for this, such as the first procedure

above, produces positivelybiasedestimates of the marginal effectof food stamp benefits

on food expenditures.The second estimationprocedure isbased on the implicit

assumption that beneficiariesof the food distributionprogram would have fullyreplaced

the distributedfood through purchasesifithad not been available.This may not have

been the case. They may have only replaceda portionof those commodities. Ifso,then

the second procedure above produces negativelybiasedestimates. We conclude that the

best estimate from the availablemacro data of the marginal effecton food expenditures

of food stamp benefitsissomewhere between. 17 and .30.

Flow of Economic Impacts of Food Assistance Programs at the Aggregate (Macro) Level

This section outlines the flow of economic impacts throughout all sectors of the economy

including the marketing and agriculture sector and the length of time needed before

these impacts are felt. Figure VII-I shows the flow and direction of the NAP economic

impacts from the household level (micro) to the aggregate (macro) level

The goalof both the FSP and NAP isto increasefood expendituresby increasingthe

recipient'sfood purchasingpower. Initially,an implementation of a new food assistance

program or changes in program provisionswould directlyaffectprogram participants'

purchasingpower and theirchoicesof spendingfor food and non-food consumption

items. Changes in the participant'sfood and non-food purchasing patternsare then

transmittedto retailfood and non-food sectors.

The effectof NAP on food retailersas the resultof changes inexpenditurepatternsis

then transmittedin sequence to wholesalers,importers and finallyproducers. These

rippleeffectsare usuallyaccompanied by varioustime lagsdepending upon the type of

commodity and the generalsizeof the market. The flow through time from dock to

retailersaverages about four months. The agriculturalsectorwould be the lastto feel
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any effects. In fact, observable impacts in terms of production would not be noticed

until the end of the next production cycle, perhaps as early as Spring 1983 for local

vegetable production, and 1984 or even later for local crops and livestock production.

The economic ripple effects initiated by an increase or decrease in spending as the result

of a food assistance program change would also _ffect non-food and public administration

sectors in terms of price,employment and income. A precise measurement of the

ultimate increase in income caused by an original increase in spending (income

multiplier) cannot be provided, although for illustrativepurposes a rough approximation

can be made using the 1.4 income multiplier calculated by the Puerto Rican Planning

Board. This multiplier means that each dollar injected into the economy moves from

sector to sector and its cumulative effect, when summed across all sectors, is the

equivalent of a $1.40 increase in income. Conversely, the withdrawal of a dollar from

the economy does not reduce total income by $1.00 but, through the interaction of all

sectors, by $1.40.

Figure V[I-I also shows that many other factors in addition to food assistance program

changes influence the patterns of consumer demand. For example, a larger population,

either through real growth, in-migration or tourism, creates a larger market. Consumer

demand shows seasonal patterns which are best exemplified by the proportionately larger

December retail sales figures. A supply shortage created by such factors as weather

conditions, dock strikes, or Government price controls can also effect purchasing

patterns. Many of these factors work simultaneously with consumer demand. Thus,

consumer demand as seen at the retail level is the end result of the simultaneous

interplay of many factors in the market place.

Estimated Economic Effects of the FSP in Puerto Rico and Expected Impacts of NAP

Reviewing the introduction of the FSP into the Commonwealth can contribute

information on the magnitude and timing of its effects. In 1974 the FSP replaced the

Family Food Distribution Program in Puerto Rico and made two significantchanges.

First,the form of the benefit changed from direct commodity distribution to coupons.

Second, the magnitude of the FSP was far greater than the former Commodity

Distribution Program. The firstfullyear of the FSP (Fiscal Year 1976) represented more

than a seven-fold increase in the amount of benefits in real dollars from the last fullyear

of operation (Fiscal Year 1974)of the Commodity Distribution Program (See Table VII-

VII-25



3). During itslastyear of operation,the Commodity Program representedapproximately

# percentof totalfood expendituresin Puerto Rico while the FSP in FiscalYear 1976

representedalmost 27 percentof allfood expenditures.More recently,the FSP has

constitutedapproximately 30 percentof nlldollarsspent on food inthe Commonwealth.

The economic effects that result from food assistance program changes have varying

degrees of impact on food consumption expenditures, the marketing sector, the

agricultural sector, and GNP, employment and prices. As mentioned earUer the time

lags vary for the economic ripple effect to travel from the individual household (micro)

level to various sectors of the national economy (macro), the length of time depending on

the sector and type of commodity under consideration. It should be recalled throughout

this section that the magnitude of any changes due to the FSP were brought about by a

7t)0 percent increase in nutrition assistance following the implementation of that

program. By contrast, the reduction due to NAP in terms of projected benefit levels if

Puerto Rico had remained in the FSP during Fiscal Year 1983 and the expected benefit

levels to be paid out in this Fiscal Year amounts to a 19._ percent reduction. This

reduction in transfer payments is very small compared with the enormous increase in

transfers due to the introduction of the FSP. Consequently, the impacts of the NAP

benefit reduction will be much smaller than the effects of the introduction of the FSP in

any particularsector.

FSP Fffectson Food Expenditures.Due to the very low average income inPuerto Rico,

the ratiobetween food expenditures(includingthe food stamp benefit)and income is

very high. Based on data from the 1977-1978 Nationwide Food Consumption Survey,the

average U.S. household spent 15 percent of total income for food. In contrast, the

average householdin Puerto Rico spent 61 percent of totalincome on food purchases,

and the average food stamp householdin Puerto Rico spent 125 percentof itsincome on

food. This anomalous situationarisesbecause food stamp recipientsin Puerto Rico are

very poor and for the average food stamp household,the valueof food stamp coupon

allotmentreceivedexceeded the value of theircash income_21/

21---/Itshouldbe noted thatn the 1977-75 program, priorto eliminationof purchase
requirement,the coupon allotmentwas considerablylargerthan the "bonus value",or net
benefit, received by most households.
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Table VII- 3

Family Food Assistance Programs, Puerto Rico
Fiscal Year 1979 - 1982

Fiscal Year Family Food Distribution Program Food Stamp Program
Cost Cost

Participation (millions) Participation (millions)

1970 533,726 $32,370

1971 568,470 38,000

1972 537,555 42,630

1973 557,328 55,040

1974 579,677 58,780

1975 557,275 32,440 375,464 $261.010

1976 1,672,286 541.137

1977 1,618,790 608.895

1978 1,582,405 692.898

1979 1,816,280 747.895

1980 1,854,987 826.675

1981 1,800,000 879.116

1982 1,809,900 _-1/ 895. 910__1/

Source: Food and Nutrition Service, USDA.

1/ July 1981 to June 1982, annual basis.
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Table VII-#presentsa comparisonof aggregate time-seriesdata,expressedinrealper-

capita terms for GNP, consumption expenditure and FSP benefit. These series are

adjusted for price and population changes over the period 1970-1981. By 1978, the value

of food stamp benefits constituted 30 percent of allfood expenditures in Puerto Rico.

Per capita food expenditures grew by 130 percent over the firstfive years of the FSP

compared to a total of 5.# percent over the previous five years.

Annual food stamp benefitsrosefrom zero in 1974 to justover $74 per capita(1954

doUars)in 1978 and 1979,theirhigh point. Then from 1979 to 1981,the realper capita

benefit fell somewhat (7.3 percent). Over the strong growth period for real food stamp

benefits,197_.78,per capitafood consumption grew by 9.6percent,and per capita

spending for alcohol and tobacco rose by only 3.0 percent. Itappears that during this

period the FSP was meeting itsintended purpose of contributing to increased food

consumption rather than being diverted by substitution to other non-food consumption.

The effectof the FSP on food expendituresalsocan be assessedby reviewingthe effect

of Food Stamp dollars at the margin rather than on average.

Estimates used in this report of marginal propensities to consume food out of an

additional $1.00 in coupons range from a low of 10 cents of every coupon dollar going to

increased food expenditure to a high of 33 cents. The read value of the MPC for the pre

or post EPR periods probably lies somewhere between the estimates. For the purposes of

this section a range of MPC values of .20 to .33 wi11 be employed. This implies that the

FSP resulted in an increase in food expenditures of between $111-178 million in Fiscal

Year 1976. The remainder, or between $363-430 million entered the economy as

expenditures for other goods. It should be noted that this food expenditure increase is

for first round effects only. As the dollars spent on both food and other goods flowed

through the economy, their impact in turn generates secondary and tertiary increases in

income and consumption expenditures in other sectors of the economy. In Fiscal Year

1981 the FSP resulted in an increase of food expenditures of between $88-200 million.

Again, the remainder ($67%791) entered the economy as expenditures for other goods.

FSP Effect on the Marketin_ Sector. The increased expenditures made possible by the

Food Stamp Program in Puerto Rico had a direct impact on the marketing sector both for

food and for other goods. Past studies have not calculated the precise linkages, however,
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Table VII-4

GNP, Consumption Expenditures, and Food



and althoughthe Food Stamp Program certainlyincreasedactivityin the marketing

sectorthe effectcannot be fullyquantified.The marketing sectordiscussedhere

consists of food retailers, wholesalers and importers.

Data are availablefrom the 1972 and 1977 economic censusfor Puerto Rico showing the

numbers of retailfood establishments,the amount of sales,and the number of paid

employees. Between 1972 (pre-FSP)and 1977 (FSP period),the number of retailfood

establishmentsgrew from 9,9rDto 12,9/_7,a 30 percent increase;the amount of food

salesrosefrom $67# millionto $1,257million,a 91 percent nominal increase;payrolls

increasedfrom $_0 millionto $73 million,an 83 percentincrease,and paidemployees

increasedfrom 11,583to 15,559,a 34 percentincrease. Alter allowingforinflationand

populationgrowth,realfood saleshave increasedby 10 percent over the period.

However, the observed 10 percent realincreasein totalfood sales'overthistime period

cannot be attributed exclusively to the FSP since this growth may have been caused by

other factors.

Increased volume of food retail sales also affected the grocery and produce wholesale

trade between the two economic periods. It should be remembered that wholesale

figures include more than food, but their relative changes over the two periods may

indicate the ripple effect of increased retail food sales on wholesale trade. Over the two

census Periods, sales increased by 82 percent, payrolls by 65 Percent, and paid employees

by t_percent. The number of wholesale establishments on the other hand, declined from

500 in 1972 to t+86 in 1977. This trend indicates that fewer establishments handled a

larger volume of wholesale trade.

A key element to consider in analyzing the effect of the FSP on the Commonwealth is

that its economy depends heavily on external resources and trade. Total imports

accounted for 77 Percent of the island's personal consumption expenditures of $1_155

million in Fiscal Year 1981. And of all import categories, food imports represent the

largest single outlay. Food imports have increased from $306 million, or 36 percent of

total food expenditures, in FY 1970 to SI,130 million, or 40 percent of total food

expenditures, in FY 1981 (See Table VII- 5).
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Table VII-5

Merchandise Imports by Puerto Rico
Fiscal Years 1970 - 1981

Fiscal All Categories Food

Year (inmillions) Total Per Capita

(in millions) (1954 Constant Dollars)

i970 $2,509 $ 306 $ 73.58

1971 2,839 375 84.47

1972 3,054 539- 111.26

1973 3,470 621 121.18

1974 4,238 712 105.59

1975 5,071 7_7 102.52

1976 5,413 900 108.35

1977 6,089 983 115.76

1978 6,516 1,042 114.00

1979 7,377 1,144 115.81

1980 8,624 1,041 94.22

1981 9,350 1,139 91.06

Source: Inform_ Economico al Gobernardo I 1981, Junta De Planificacion De

Puerto Rico, February 1982.
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The analysis in the earlier section on increased food expenditures due to the FSP

indicated a range of effect. For the purposes of this analysis we will use the range, a

lower bound impact of $96 million and an upper bound $316 million for FY 1981.

This increase, however, did not flow only to Puerto Rico's domestic food market, since

between 39 and 46 percent of total retail food volume is imported, mostly from the

United States. Thus, the increased demand for food had an effect on two marketing

sectors, that of the Commonwealth and that of the U.S.

NAP Effect on the Marketing Sector. The conversion to NAP was estimated to reduce

aggregate food expenditures by 0.7 - S._ percent. Therefore the food marketing sector

will face approximately a 1-g percent reduction in total sales. However, this impact

would be distributed more heavily on those segments of the food market that cater to

NAP participants. It is expected that areas and stores which serve proportionately more

NAP participants would receive a relatively heavier impact of the program change than

areas or stores serving fewer NAP recipients.

The recent cyclical effect of the U.S. economy will also adversely affect the food

market and the Puerto Rican economy. Even before the initiation of NAP in 3uly i?g2,

the decline in real per capita GNP since 1781 was accompanied by declining real per

capita total consumption expenditures as well as real per capita food consumption

expenditures. Therefore, the observed negative trends over the FSP-NAP transition

period with respect to food consumption expenditures and other economic variables will

be the combined effect of the cyclical effect on the general economy as well as the

program effect.

The estimated 1-g reduction in food consumption expenditures would have some

dampening effect on the number of retail and wholesale establishments, their total

payrolls, the number of paid employees, and their profit margins. However, it is

important to recall the importance o%external factors on the Puerto Rican economy.

The recent recession in the mainland U.S. and Puerto Rico has resulted in a large number

of business bankruptcies and food store closings which may be totally unrelated to the

Nutrition Assistance Program. Therefore, attributing and numerically isolating the
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effectof NAP from the other effectswellbe difficult,especiallywhen the expected

salesreductionisrelativelysmall Furthermore, the number of establishmentsand other

characteristicsof the marketing sector are alsoinfluencedby innovationsin marketing

technologiesand domestic and externalbusinesscompetition.

The import businesswillalsobe affectedbythe estimated reductionin food consumption

expenditures.The shareof imported food as the percent of totalfood consumption

expenditures has continuously declined from _7 percent in fiscal 1970-7_ to 39.6 percent

in fiscal 1980-81. Assuming #0 percent as the current import share the food importers

could lose between $3g and $126 million or about 3 to 11 percent of the Fiscal Year 1981

total food import values.

FSP F_ifect on the Agricultural Sector. This section will briefly review the long-run

declining agricultural situation in Puerto Rico and then estimate the effects of the

introduction of the FSP on the agricultural sector. The importance of the agricultural

sector in Puerto Rico has declined as a source of employment, generator of income, and

supplier of food even before the family food distribution program became important.

Land in farming has declined about 19 percent over the nine year period (1969-7g), and

the harvested acreage by 22 percent.

Table VII-6 presents farm values (values of products at the farm level)of major products

from FY 1970 to FY 1981. In current dollars,total product values as well as values for

major products increased over the years.

However, when these values are translated into constant dollars, the "real" total values

declined. Most of the decline isattributable to a reduction in cash crop products,

particulary the sugar crop. On the other hand, values of coffee showed some increase.

Values of livestock products rose slightlybut remained generally constant. Some

increaseswere indicatedfor dairyproducts,poultry,and pork but no realincreasewas

indicatedfor ess. Valuesof fruitsand starchy vegetablesalsoremained about the

same.

As with the marketing sector, the introduction of the FSP in Puerto Rico may have had

two effects: on the domestic agriculture sector and on the U.S. agriculture sector due to

the large volume of imported food in the Commonwealth. Normally, the farm share of
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Table VII-6

Farm Values of Major Farm Products, Puerto Rico
Fiscal Years 1970 - 1981

cron .
Fiscal Year Total Products Total Sugar Coffee

(in millions)

1970 !$267 $ 68 $ 49 $ 13

1971 287 64 36 23

1972 305 56 35 16

1973 330 59 34 18

1974 448 132 104 20

1975 468 104 84 15
H

1976 474 70 46 18!

1977 467 55 32 18

1978 522 94 42 47

1979 540 83 41 36

1980 580 116 65 45

1981 602 100 41 52

........... il I I I Il

SOURCE: [nfome Economico Al Gobernador_ 1981, Junta De Planiflcaclon De
Puerto Elco, February 1982.
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retail values averages about t_0 percent. Therefore, the effect of of the FSP on the farm

sector in FY 1981 would amount to between about $g0 and $130 million.

Agricultural employment has declined both in absolute terms and as a share of total

Puerto Rican employment in recent years, a trend similar to the U.S. In Fiscal Year

1970, for example, agricultural employment accounted for about 10 percent of total

Puerto Rican employment. By Fiscal Year 1981, agricultural employment had declined

to 5 percent of the total Puerto Rican employment.

It is possible that the introduction of the FSP, to the extent that it may have increased

demand for local agricultural products, had a positive effect on agricultural sales and

employment. If this is true, it would have to be interpreted as retarding the rate of the

continuing decline in Puerto Rico agriculture.

NAP Effect on the Agriculture Sector. By reducing food expenditures overall, NAP may

have had an adverse effect on Puerto Rican agriculture. However, it is much too early

to estimate the effect of NAP on the agricultural sector. During Fiscal Year 1983,

Puerto Rico will implement two agricultural stimulation projects with approximately $22

million of the total $825 million NAP grant. The impact of these stimulation projects

cannot be estimated at this time.

FSP Effect on GNP. As discussed earlier, as a $1.00 transfer moves throughout the

Puerto Rico economy it generates more than a dollar's worth of increase in the Gross

National Product (GNP). As also noted an income multiplier of l.t+ calculated by the

Puerto Rico Planning Board can be used to calculate a rough estimate of the effect of

the FSP on the Puerto Rico GNP. However, the applicability of the l.t_ income

multiplier for the specific case of food program benefits has not been verified. Since

the Commonwealth depends heavily on imports, this will tend to lower the size of the

internal multiplier. One the other hand, this multiplier may be a slight underestimate

because, unlike the situation in the United States, Food Stamp Program benefits are

financed not by taxpayers in the Commonwealth but by taxpayers in the U.S. Therefore

Puerto Rico does not suffer from the negative tax multiplier as would be the case in the

U.S. or from a reduction in consumer demand as taxes are increased. Parenthetically, it

should be pointed out that because of the difference in financing public expenditures, the

Puerto Rican experience cannot be directly translated to the U.S. situation.
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During the pre-EPR period, food stamp bonuses valued at $575 million were paid in the

average fiscal year. Assuming a 1.4 multiplier, this bonus would have generated $805

million in income or almost 10 percent of the Puerto Rico GNP. In the years following

EPR, food stamps continued to contribute approximately 10 percent of GNP ($836 million

on average annually generating an average of $i, 170 million in income). Food stamp

benefits have not only provided help to recipients to increase food purchases, but also

helped sustain a sagging economy. The infusion of Federal funds without matching

taxation served as an economic stabilizer.

NAP Effect on GNP. During Fiscal Year 1983, it is projected that the Nutrition

Assistance Program will reduce total benefit dollars by $186 million. Again assuming a

1.4 multiplier effect, this reduction is expected to lower GNP by $260 million, or by 2.2

percent of the Fiscal Year 1982 GNP of $11,771 million. This drop in the GNP will be

passed along in part as reduced demand for imports as well as for domestic products.

The relative effect on GNP will increase over the years, at least through FY 1985

because the level of the NAP grant is frozen at $825 million through that year.

FSP Effect on Employment. Since the introduction of the FSP in Puerto Rico increased

the GNP one should expect increased job opportunities. Under a normal economic

situation, employment rates and personal income move in the same direction. However,

the island's dependency on imported consumer goods and the in-migration of many

unemployed Puerto Ricans have created a somewhat unique employment picture.

Between the Fiscal Year 1970-74 and 1975-81 periods, the number employed has actually

increased from an average of 671,000 persons to 776,000 persons, while the number of

unemployed also has increased from 96,000 to 170,000.

A historical review of unemployment in Puerto Rico during the seventies indicates that it

is the consequence of limited job opportunities coupled with a high rate of reverse

migration into the island by jobless young adults. The net inflow of migrants to the

island compounded existing Commonwealth economic difficulties: a weak tourist trade

due to the mainland recession, a decline in manufacturing industry due to cyclical decline

and foreign competition, a slump in construction activity, a slowdown in public works,
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and the continuing retrenching of the sugarcane cultivation and processing activities.

The only sector that has showed sustained employment increases in Puerto Rico during

these recessionary periods was public administration.

Due to the high level of imports for food and other goods there is a significant amount of

leakage of dollars floating out of the Puerto Rican economy to pay for imports. The vast

majority of this leakage flows to the United States where it generates jobs in the U.S.

labor market.

NAP Effect on Employment. It is expected that some jobs may be lost as the result of

the transition from FSP to NAP. However, it is not possible to quantify this effect at

this time. This reduction in employment should be distributed among public

administration, retail and wholesale, agriculture, and other economic sectors of the

island.

FSP and NAP Effect on Prices. The potential for any effect of food assistance program

on price changes is heavily affected by the close relationship between the U.S. and the

Commonwealth. Puerto Rico constitutes a relatively small market operating in the

shadow of a powerful market (the U.S.). This proximity affects prices. Another

substantial influence in setting prices is the importance of the export-import world

market on Puerto Rico. Given these two dominating factors, it is not possible without

additional analysis to determine an independent effect of the FSP on prices in Puerto

Rico. SimUarily the smaller NAP effect, if any, will be swamped by the dominant price

setting factors.

Conclusions

The implementation of the FSP represented a major injection of transfer, constituting

nearly 10 percent of the Puerto Rican gross product. Consequently, the FSP played a

significant role in increasing FSP participant's food consumption expenditures. Such an

increase has also generated positive secondary economic impacts on successive levels of

economic subsectors in terms of income and employment.

VII-38



lhe Nutrition Assistance Program which replaced the FSP in July 1982 brought about two

major changes. One is the reduction in benefit level and the other the cash-out of food

stamps. The reduction due to NAP in terms of projected benefit levels if the

Commonwealth had remained in the F$P duing FY 1983 and the expected levels to be

paid out in this fiscal year amounts to a 19. A_percent reduction. The comparative

reduction for the next two years would be greater because of the constant $825 million

NAP budget level.
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Chapter VIII

Impact of the Nutrition Assistance Program

on Nutritional Well-Being

This chapter will consider whether converting the Food Stamp Program to the Nutrition

Assistance Program (NAP) in Puerto Rico affected the nutritional well-being of program

participants. Objectives of this chapter are to-

o Describe the changes in nutritional adequacy of the diet of food stamp

recipients in Puerto Rico prior to the conversion to NAP.

o Estimate the plausible range of impacts on the nutritional adequacy of diets

that could have resulted from the conversion to NAP.

Major findings of the chapter are that diets of households in Puerto Rico and the U.S.

were similar in terms of overall levels of nutritional adequacy during the period of

operation of the FSP. Diets of FSP households in Puerto Rico were less likely to be

nutritionally adequate than diets of Puerto Rican households overall or of FSP households

in the U.S. Based on known relationships between income, food assistance benefits, food

consumption, and nutritional adequacy, it is estimated that about two to ten percent of

all FSP households may not be meeting the Recommended Dietary Allowance (RDA) for

one or more nutrients as a result of the conversion to NAP. However, it is concluded

that the total effect of NAP on diets is likely to be closer to the lower end of the range

of estimates

Food consumption and nutritional adequacy levels under the Food 5tamp Program (FSP)

will be placed in context by the examination of historical changes in food consumption

patterns, by comparisons of average nutritional levels in Puerto Rico with those in the

U.S., and by comparison of average nutritional level of Puerto Rican food stamp

recipients with levels islandwide and with those of recipients in the U.S.

Changes in levels of nutritional adequacy estimated to result from NAP will be compared

with levels _.ttained under the FSP. Changes in food consumption and nutritional

adequacy will be estimated from known statistical relationships among income, food

stamp benefits, food consumption, and nutritional contents of foods.
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Data Sources and Limitations

There are no adequate baseline food consumption data for Puerto Rico in the period

immediately preceding NAP nor any data on food consumption since NAP began in 3uly

1982. Therefore, previous studies will be used to estimate the impact of program

changes. The only source of data sufficiently detailed to support the needed analyses is

the Nationwide Food Consumption Survey (NFCS) for Puerto Rico.

The Nationwide Food Consumption Survey. The NFCS was a nationwide survey of

household and individual food consumption conducted in 1977-78. For the survey 3#,000

individuals in 15,000 households were interviewed in the t)g coterminous states.

The NFCS for Puerto Rico was one of five special surveys conducted to supplement the

NFCS and is the only comprehensive food consumption survey that has been conducted in

Puerto Rico. From 3uly to December 1977 an islandwide representative sample of 3,0t)0

households was surveyed. The NFCS in Puerto Rico provides detailed information on

food consumption of households (at home) and food intake of individuals (at home and

away from home), from which the nutritional quality of household food supplies and

individual intakes can be appraised. I*-provides data on home production and

preservation of food, household income, participation in food programs, education and

employment of household heads, and other factors that might affect food consumption.

Limitations of Data. There are major drawbacks to the use of this data base for

evaluation of the nutritional impact of NAP. The NFCS was a cross sectional survey, one

which gathered data over a short period of time rather than obtaining repeated measures

over a span of time. These cross sectional data, moreover, were gathered in 1977, five

years earlier than Puerto Rico_s conversion to NAP. At the time of the survey the FSP

was fully implemented in Puerto Rico, and nearly one half of the island's population

participated. Under FSP rules in effect at the time, eligible households with net income
Z:

could obtain food coupons only by purchasing them. The value of the coupons received

was greater than the Purchase price, and the excess value was referred to as the bonus

amount. The bonus amount was the additional food purchasing power made possible by

food stamp assistance. From 1979 to 3uly I992 the requirement to purchase coupons was

dropped. Eligible households received at no cost to them the food assistance to which

they were entitled in food coupons. The value of the food coupons received was called

the benefit amount. Since 3uly 1982 under NAP, eligible households have received their
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food assistance benefits in the form of a mailed check. Because the NFCS was

conducted in 1977 when the purchase requirement was ineffect,the statistical

relationshipsobserved in the survey data may be differentfrom the actualrelationship

between food stamp benefitsand nutritionalwell-beingimmecEately before the transition

to NAP. Estimates of nutritionalimpacts of NAP based on NFCS data alone shouldbe

interpretedas tentative.In thisreportthese estimateswillbe used only to establisha

range withinwhich NAP effectscould plausiblyfail

Other PossibleData Sources. More recent data on food expendituremay be made

availablein the futurefrom Puerto Rico. The Puerto Rico Department of Consumer

Affairsconducted a survey to gather data on food expendituresin the lastweek of 3une

1982 for 1,000 food stamp recipient households. This was planned as the firstwave of a

panel study{i.e.,repeated measures of the same persons)to assessthe need for and the

impact of a nutrition education program on food expenditure and nutritional adequacy of

diets.

There are major concerns about the qualityof the '.Jatacollected:

o The sample is not representative island_de.

o The data are for the lastweek of the op,_-rationof the Food Stamp Program

when there may have been a rush to red_em unused coupons. Hence, the data

may not representusualfood expenditure.

o Food expenditureisnot necessarilya gocJ proxy for food consumed at home.

In the NFCS for Puerto Rico 20 percent of ad1householdsreportedsome home

productionof food. Inaddition,two-thirdsof allfood stamp householdsdid

theirmajor food shoppinglessfrequentlythan once a week. Therefore,

consumption of food from home inventoriesand replenishingstoredfood were

major components of food consumption and expenditure.

o The interviewquestionnairehad only a limitedrecalllistfor _oods purchased,

and there was no provisionfor reportingunlistedfoods. Food quantity

measures, furthermore,were not standardized.

o No count was recorded of meals at home and away by householdmembers and

of meals eaten by guestsin the home. Thismakes comparisons across

householdsand acrosstime problematic.
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Because of these substantial limitations, data from the wave one survey have not been

used in this evaluation.

The second wave of the survey is currently in the planning stage under the management

of the Puerto Rico Department of Social Services. If the second survey is done_ it will be

designed to collect adequate information on food expenditure during the period of

operation ol NAP. It will not be possible to use wave-two data to analyze changes in the

nutritional adequacy of the diets of food assistance recipients since there will still be

only a seriously limited set of baseline data from the first wave survey.

Historical Background on the Diet of Puerto Ricans

Since 1960 patterns and levels of food consumption in Puerto Rico have changed from the

traditional diet to approximate more closely the diet of the mainland U.S. population.

These changes in diet are best documented by examination of trends in per capita

consumption of major food groups. I--/

Table VIII-I shows per capita food consumption by food group from 1960 to 1976. The

data show that there was a substantial drop in consumption of starchy vegetables, cereals

and legumes ~ basic components of the traditional Puerto Rican diet - and significant

increases in fruit and sources of animal protein - beef, poultry, eggs, and dairy.

These major changes have resulted, in the past at least, from the decline of traditional

agriculture in Puerto Rico, the increase in disposable income, availability of food stamps,

and exposure to mainland foods through travel and media. Through advertising, T.V.,

movies and direct contact with mainland lifestyle, Puerto Ricans have had strong

exposure to U.S. dietary patterns. The advent of the Food Stamp Program in Puerto Rico

made it possible for many Puerto Ricans to afford, for the first time, many of the

elements of the typical U.S. diett including substantially higher intakes of animal sources

of protein.

Nutritional Well-Being in Puerto Rico: Comparison With the U.S.

In this



Table VIII- 1

Per Capita Food Consumption in Puerto Rico,

Farm Equivalent 1960-76

(In pounds)

FoodItems 1960 1970 1973 1976

Beef and veal 20.5 38.1 38.8 43.7

Pork 3#.3 _1.0 #9.1 35.2

Poultry 1_.9 37.5 #3.7 53.3

Fish 11.I 14.0 15.1 13.8

Eggs 12.9 21.0 21.3 22.5

Dairy products 272. 0 316. 0 307.0 _60.71/

Starchyvegetables 235.6 191.7 209.7 219.5

Cereals 229.7 236.1 2_8.2 217.0

Fruits 116.4 101.2 118.3 166.8

Fats and Oils 36.8 42._ _9.6 _#.6-_2/

Coffee, tea, chocolate, etc. 11.3 14.7 16.3 16.8

Legumes 33.3 25.0 2#.# 1g.9

Soupsandspices 8.I 10.6 10.3 6.5

Total 1,036.9 1,089.3 1,151.8 1,319.3

Source: Commonwealth of Puerto Rico Planning Board, Department of Agriculture and
Corn m e?ce.

l_/Includes butter equivalent as fresh milk.

2_/Excludes butter.
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nutritionaladequacy ratings.As indicatedearlier,the major and most recentsource of

data on food consumption in Puerto Rico and the U.5. is the 1977-78 Nationwide Food

Consumption Survey (NFCS). The household portion of this survey, covering only

consumption of foods at home, willbe used. Sincefood stamps are legallyrestrictedto

the purchase of groceries,data on food eaten away from home willnot be included.

Patterns of Food Consumption. It is useful to compare and contrast Puerto Rican food

consumption patterns with those of the U.S. Table VIII-2 compares weekly per-capita

consumption of nine major food groups in terms of pounds of food by Puerto Rico and the

U.S. households. Averages, of course, cover up major differences in consumption by

income groups. It should be noted too that the U.S. survey was conducted in the spring

while the Puerto Rican survey took place during the summer and fall. Seasonal

differences in availability of fresh foods may partially explain some differences in food

consumption

As indicated in Table VIII-2., consumption of meat, poultry and fish is similar for U.S. and

Puerto Rican households. Puerto Rican households consumed more than U.S. households

of milk, cream and cheese; vegetables, especially starchy vegetables; grain products; dry

beans; fats and oils; and sugar and sugar equivalent foods. U.S. households consumed

more eggs; fruits, especially citrus; dark green vegetables; and alcoholic beverages.

Reported differences in alcoholic beverages, various types of sweets are in terms of

weight and refer to at-home consumption only. They may be partly explained by

differences in age composition of the respective populations, varying types of beverages

and sweets consumed, and different habits regarding where these items are consumed.

In summary, NFCS data analysis for Puerto Rican and U.S. food consumption patterns

indicated similarities in at-home food consumption, especially in terms of consumption of

animal protein. Important differences were also found, especially for citrus fruits, dark

green vegetables, grains, beans, fats and oils.

Nutritional Adequacy of Household Food Consumption: Puerto Rico and the U.S.

Compared. Nutritional adequacy of food consumed by households in Puerto Rico may be

viewed in better perspective by comparison with adequacy of food used by U.S.

households. U.S. nutritional consumption is not here meant to represent the standard for

a good diet. Rather it is presented as a familiar basis for comparison. As before, it
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Table VUI-2
Food Consumptionby Householdsinthe U.S.and PuertoRico

PuertoRico U.S.

Summer and Spring
FoodGroup Fall1977 1977

PoundsDer PersonPerWeek

Milk, cream, cheese (calcium equivalent) 9.50 &34

Meat, poultry, fish, and other protein food: 5.#1 5.69

Meat,poultry,fish 4.49 4.78

Eggs ff resh equivalent) .54 .66

Dry beans (dry weight) .37 .12

Nuts(shelledweight) .01 .13

Vegetables 5. 94!/ 5. 09

Potatoes (fresh equivalent) .95 1.59

Darkgreen .07 .30

Deepyellow .21 .24

Tomatoes .95 .71

Fruit 2.54 3.94

Citrus (single-strength juice equivalent) .76 1.71

Grainproducts(flourequivalent) 3.71 2.16

Enriched or whole-grain (flour equivalent) 3.66 2.05

Fats_ oils .96 .70

Sugar, sirup, jelly, candy .90 .83

Softdrinks,punches,prepareddeserts:

(sugarequivalent) ._2 .34

Alcoholicbeverages .23 .94

Source: USDA, Human Nutrition Information Service, Food Consumption and Dietary
Levels o_ Households in Puerto Ric% Summer and Fall 1977_ 1982 Analysis of Nationwide
Food Consumption Survey.

I/Includes 2.5 pounds of starchy vegetables.
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should be observed that average consumption for a population may hide important

differences among income groups.

Table VUI-3 shows the proportionof allhouseholdsin Puerto Rico and the U.S. surveyed

which met the Recommended Dietary Allowance (RDA) for each of 11 nutrients,for the

set of all11 nutrientsand for food energy2/ As before,seasonaldifferencesin

availability of foods may partially explain some differences in nutritionnl adequacy

ratings.

About half of all households in Puerto Rico and in the U.S. met the RDA for the group of

all 11 nutrients analyzed by the Nationwide Food Consumption Survey (#9 percent for

Puerto Rico, 47 percent for the U.S.). Puerto Rico and the U.S. scored differently,

however, in terms of specific nutrients and food energy with higher proportions of Puerto

Rican households meeting 100 percent of RDA for food energy and several nutrients.

Compared to diets in the U.S., diets in Puerto Rico were considerably less likely to meet

the RDA for vitamin A (62 percent for Puerto Rican households vs. 80 percent for U.S.

households). Puerto Rican food consumption, however, was more likely to meet the RDA

for calcium (75 percent for Puerto Rican households vs. 67 percent for the U.S.),

magnesium (85 percent vs. 75 percent for the U.S.), food energy (g5 percent vs. 76

percent for the U.S.), thiamin (92 percent vs 87 percent for the U.S., and vitamin B6 (73

percent vs. 65 percent for the U.S.).

On the average, therefore, diets in Puerto Rico and the U.S. were similar in overall

nutritional adequacy with about half of all households meeting the RDA for the group of

I 1 nutrients. Puerto Rican consumption scored higher on the average for calcium,

magnesium, food energy, thiamin, and vitamin B6. Only for vitamin A did U.S.

households, as a whole, score higher.

Nutritional Adequac 7 of Food Consumed b7 Puerto Rican Food Stamp Households:

Participant Households Compared with Att Puerto Rican Households. We have discussed

nutritional adequacy standards achieved by Puerto Rican househlds on the average,

2-/For explanations of the use of the Recommended Dietary Allowances (RDA) as a
measure of nutritional adequacy of how foods were analyzed for nutrient composition, of

how household size was adiusted for meals missed or consumed away from home, see
HNIS, Preliminary Report No. 9. The Recommended Dietary Allowances published in
197# by the Food and Nutrition Board, National Research Council - National Academy of
Sciences are used as the standard.
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Table VIII-3

Households Meeting the RDA for Selected Nutrients
in Puerto Rico and the U.S. by Food Stamp Program

Participation Status, 1977-78

Program Participants All Households

Nutrients Puerto Ric_/ U.S_/ Puerto Rico! I/ U.5 3/

Percent of Households

Food Energy 85 75 85 76

Setof 11Nutrients 39 48 49 47

Protein 97 97 98 97

Calcium 69 6t_ 75 67

Iron 86 80 87 84

Magnesium 83 72 84 74

Phosphorus 94 94 96 95

Vitamin A 53 80 62 80

Thiamin 92 90 92 87

Riboflavin 90 91 92 94

VitaminB6 69 7q 73 65

Vitamin Bi2 82 85 87 87

Vitamin C 88 93 92 93

Source: USDA, Human Nutrition Information Service, Food Consumption and Dietary
Levels of Households in Puerto Ric% Summer and Fall 1977, 1982.

I--/Based on the Puerto Rican segment of the Survey, Summer and Fall, 1977.

2/Based on the 1977-78 Low-income segment of the Survey for Program Participants and
non-participants.

)-/Based on the Spring, 1977 segment of the Survey for all households.



comparing percent of Puerto Rican households meeting RDA with that of U.S. households

meeting RDA. Because differences among income classes are masked by averaging,

caveats were in order. This section focuses on nutritional adequacy of food stamp

households, the poorest segment of the Puerto Rican population. Nutritional adequacy of

food stamp households is put in perspective by comparing them with Puerto Rican

households overall.

Table VIII-3shows thatthe largestdifferenceswere found for the set of 11 nutrients

(only39 percent meeting the RDA for participantsvs._9 percentfor allhouseholdsin

Puerto Rico) and vitamin A (53percent vs.62 percent).Fewer food stamp households

met the RDA for calcium,vitamin B6, vitamin BI2,and vitamin C - four to six

percentage pointslower as compared to Puerto Rican householdsovera11.

The lower nutritionaladequacy scoresof Puerto Rican food stamp householdsas

compared to Puerto Rican householdsoverallcan be explainedby theirlower incomes.

Average grossmonthly income for thoseincludedin the Nationwide Food Consumption

Survey was $252 for Puerto Rican food stamp householdsvs.$_9g for allPuerto Rican

households.The Literatureon food consumption and nutritionaladequacy has established

that,on the average,higherhouseholdincomes are associatedwith highervaluesof food

consumed at home which in turn are associatedwith a greaterlikelihoodof meeting

establishedRecommended Dietary AJlowances._3/

Comparison of Food Stamp Households in Puerto Rico and the U.S. Table VIII-3 also

shows the comparison of food stamp participants in Puerto Rico and the U.S. on the

nutritional adequacy of their diets. Participants in Puerto Rico compare favorably to

U.S. participantsin terms of percent meeting the RDAs forfood energy. On four of the

11 nutrients,a higherpercentage of participantsin Puerto Rico met the RDA than

participantsinthe U.S.;on two othersthe percentageswere the same. U.S.food stamp

participants were more likely to be adequate on the entire set of 11 nutrients and

especiallywere more likelyto meet the RDA for Vitamin A. On four other nutrients

U.S. participantswere slightlymore likelyto meet the RDA than participantsin Puerto

Rico.

3--/Chai, 3. C., 3oel Teitelbaum, Grace Horowitz_ "An Analysis of the 1977 Puerto Rican
Food Consumption Survey with Emphasis on the Effects of Food Programs," USDA, Food
and Nutrition Service, 1982.
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Impact of the Nutrition Assistance Program on Nutritional Well-Being. In order to

estimate the impact of the Nutrition Assistance Program on nutritional well-being in

Puerto Rico we would have, ideally, for the period immediately preceding the conversion

and for the period following, data including income, food program benefits, food

consumption and a range of socio-demographic and economic variables. In the absence of

such data the Nationwide Food Consumption Survey was relied upon as the only

substantive source of data for the study of food consumption and nutrition in Puerto

Rico. As was discussed earlier there are major drawbacks to the use of this data base for

evaluation of the nutritional impact of NAP. The NFCS is a cross sectional survey,

gathering data from one period of time. These cross sectional data are used in place of a

time series to estimate impact of changes over a period of time. The data, moreover,

were gathered in 1977, five years earlier than the period of program changes.

The analysis of nutritional impacts presented below is constructed from separate

estimates of impact of change in cash income and food stamp bonus on value of food

consumed at home and impact of change in the value of at-home food consumption on

nutritional adequacy. These estimates, may be used to make rough statistical estimates

of the effect of change in food program benefits on nutritional adequacy. This procedure

will enable us to estimate plausible ranges of decline in nutritional adequacy of the diets

of former food stamp households brought about by the reduced program funding and the

cash form of benefits under NAP.

Statistical Relationship Between Change in Nutritional Assistance Benefits and

Nutritional Adequacy of Diets. As was discussed in Chapter VII, it is possible to estimate

the statistical relationship between change in income and change in at-home food

consumption controlling for the effects of socio-economic and demographic variables.

This relationship, which may be used to estimate the impact of an increase or a reduction

in income is called the marginal propensity to consume (MPC). A similar procedure may

be employed to estimate the relationship between change in at-home food consumption

and change in receipt of any specific form of income on which there is data, such as the

food stamp bonus or coupon.

Chapter VII presented estimates of the marginal propensity to consume food. Estimates

were computed separately for cash income and for benefits in the form of coupons.
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Based on these MPCs it was estimated that, in aggregate, expected food expenditures

would decline by $19-61 million due to benefit dollar decrease depending on whether NAP

recipients use their check as cash or coupons. The reduction in aggregate food

expenditures due to the cashout effect would be as high as $177 million if recipients

treat the check as cash or as low as no reduction if recipients use the check as they did

their food stamp coupons. These estimates represent a reduction in aggregate food

expenditures of I to 8 percent for Puerto Rico.

If households spend less for the foods they consume, then it is likely that the nutritional

adequacy of their diets willdecrease on average. One way to examine thisoutcome is to

use known relationshipsbetween dollarvalueof food consumt,d by householdsand

nutritionaladequacy of householddiets.Chai,et.al.,have used the NFC5 data from

Puerto Rico to estimate the impact of a dollarchange percapitaper week inthe value

of food consumed at home on nutritionaladequacy expressedin terms of percent of

householdsmeeting the RDA. Table VIll-gshows thisimpact for each of iI nutrientsand

food energy and the group of all11 nutrientsforhouseholdsat the median levelof food

consumption._-4/ For vitamin B6, forexample, a dollarchange in the valueof food used at

home per week for householdsconsuming in the median bracket would resultinan

estimated fivepercent change in the proportionof food stamp householdsmeeting the

RDA.

Table VIII-3shows the range of estimated reductions in aggregate annual food

consumption expressedin dollarsper capitaper week. The range of estimatesisbased on

assumptionsmade about food expenditurebehaviorof NAP recipients,i.e.,whether they

use their check as cash or coupons. These values are expressed separately as estimated

g--/Impact of change in money value of food used at home on percent of households
meeting the RDA will vary with food consumption bracket. A change in value cFI food

consumption can always be expected to change nutrient consumption for a given
population but will differ in its effect on nutri_0_ adequac¥_ Le., percent of households
meeting the RDA. In low food consumption bra_ets, where few households meet the
RDA, an increase in nutrient consumption can be expected to enable some households to

meet their recommended allowance. In high consumption brackets where a large
proportion of households are already consuming at or above the RDA, muc_ of the
increase in nutrient consumption would serve only to put households even further above
their RDA's. The converse is true for a decline in money value of food used at home.
Therefore, the median food consumption bracket is used here to show the impact of a
change in money value of food used at home on the percent of households meeting the
RDA.
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Table VIII-#

Average Impact of a DollarChange in Money Value of Food Used at Home J-1/
on Percent of Food Stamp Households Meeting RDA for SelectedNutrients

Percent Change
in Households

Nutrient Meeting RDA

Food Energy 3,0

Set of [1 Nutrients _.g

Protein 0. g

CaJcJum _.0

iron 2.g

VitaminA 4.2

Thiamin 1.g

Riboflavin 2.2

VitaminC 2.4

Magnesium 3.2

Phosphorus 1.5

VitaminB6 5.0

Vitamin Bi2 3.2

Source: FNS 1983 Evaluation of the Puerto Rico Nutrition Assistance Program. Analysis
of NFCS data.

t-/Money value of food consumed at home isexpressedas per-capitadoUars per week.
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Table VHI-5

Reduction in the Percent of Food Stamp Households

Meeting the RDA for Selected Nutrients Due to
Effects of Benefit Reduction and Cashout

Range of Estimated Effects
Benefit
Reduction Cashout Total

Nutrient MPC=.I0J- 1/MPC=.33_- / MPC=.I0 MPC=.33 High Low

Food Energy 0.6 2.0 5.7 0 7.7 0.6

Set of 11 Nutrients 1.0 3.2 9.1 0 12.3 1.0

Protein 0.2 0.5 1.5 0 2.0 0.2

Calcium 0.8 2.6 7.6 0 10.2 0.8

Iron 0.6 1.8 5.3 0 7.1 0.6

Vitamin A 0. g 2.8 8.0 0 10.8 0.8

Thiamin 0.4 1.2 3. t_ 0 3.6 0.0

Riboflavin 0.4 1.5 0.2 0 5.7 0.0

Vitamin C 0.5 1.6 4.6 0 6.2 0.3

Magnesium 0.6 2.1 6.1 0 8. 2 0. 6

Phosphorus 0.3 1.0 2.8 0 3.8 0.3

Vitamin B 6 1.0 3.3 9.5 0 12.8 1.0

Vitamin Bi2 0.6 2.1 6.1 0 8.2 0.6

Reduction in Annual

Aggregate Food Consumption
(Million Dollars) 18.6 61.0 177.3 0 238.7 18.6

Reduction in Per Capita
Weekly Food Consumption
(Dollars) .20 .66 1.90 0 2.55 .20

Source: FNS 1983 Evaluation of Puerto Rico Nutrition Assistance Program. Analysis of
Nationwide Food Consumption Survey.

I--/Assumes recipients use NAP benefits as if cash.

2--/Assumes recipients use NAP benefits as if coupons. VllI-14



_anefit recluction and cashout effects and the combined NAP impact. Table VllI-5 also

shows the expected changes in percent of households meeting the RDA for food energy, a

set of I 1 nutrients, and each of the 11 nutrients.

Based on our analysis it can be expected that about one to twelve percent of all FSP

households may not be meeting 100 percent of the RDA for one or more of the set of 11

nutrients as a result of the NAP conversion. In terms of specific nutrients, it is

estimated that the impact of the NAP conversion has been greatest for Vitamin B 6 and

Vitamin A and least for protein and phosphorus.

Due caution should be observed in interpreting these estimates of reduction in households

meeting Recommended Dietary Allowances. Cross sectional data are used in the absence

of time series for the NAP conversion period. These data are over five years old. Most

important, the high estimates of cashout effect and total NAP impact are based on the

assumption that NAP recipients use their checks just as they use cash. However, it is

known that a large majority of NAP checks are cashed in food stores and that recipients

report that their shopping patterns have not changed substantially. From these findings

it seems likely that most recipients use checks more like coupons than like cash and,

therefore, that the total NAP effect on diets is closer to the low end of the range of

estimates. This conclusion is further supported by the results of the SSI Cashout

Demonstration_/the only study to date which has compared cash versus coupon benefits

directly. In that study there was no significant cashout effect_ recipients' food

expenditures were not less when benefits were in the form of cash rather than coupons.

5--/Food and Nutrition Service, USDA. "Food Stamp SSI/Elderly Cashout Demonstration,
Final Report." Alexandria, VA, 3une 1982.
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Appendix A

Chronologies of the Conversion of the FSP to NAP and
Excerpts From Press Coverage of NAP in Puerto Rico
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Excerpts From Press Coverage of NAP in Puerto Rico

Mr. Augusto Amato, Director ol the Banco Popular Economic Studies Division, stated

that the change from coupon to checks would not decrease fraud (El Mundo_ June 7,

1982). Mailed checks can be stolen, he added, and many participants live in rural areas

where mail boxes are not well protected. He predicted that the change would affect

three aspects of the economy: commerce, the monetary system, and the underground

economy. For food items he forecast a drop in the more expensive food products

imported from the U.S. but no sales decreases for basic products of the Puerto Rican diet

(rice, beans, etc.). Department stores sales would suffer a considerable decrease, he

warned. The underground economy which comprises between 14 and 15 percent of the

Puerto Rico economy, would also be affected. Mr. Amato believed that money spent in

illegal gambling, prostitution, drugs and alcoholic beverages would increase. In the same

article, Mr. Mariano 3. Mier, President of the Bankers Association, estimated that there

would be more than one million checks in circulation thus increasing work and waiting

lines in the banks and other check cashing establishments. During orientation meetings

given by DSS to bank officials, the Bankers Association once again expressed their

concern regarding fraud and long lines.

The wholesalersand retailerswere alsoopposed to the change to a cash system. The

Presidentof the Wholesalers,Retailersand Distributorsof Food (MIDA), Mr. Atilano

Cordero lSadillo,expressedhisoppositionbecause therewere no guaranteesthat the

checks would be used exclusivelyfor food (ElNuevo Dia_ February 26, 1982). Likewise

the President of The Association In Defense of Free Enterprise, Mr. 3ose Molinelli,

opposed the change from food stamps to checks (El Mundo) March 11, 1982). He

considered the change would reduce the effectiveness of the Food Stamp Program in

providing adequate nutrition to needy families since the recipients could spend the money

without restrictions. On another occasion Mr. Molinelli expressed his belief that the

checks would subsidize games of chance, horse races) and the consumption of alcoholic

beverages (El Mundo) April 12, 1982).

The Secretary of Social Services, Dr. 3enaro Cotlazo Collazo_ replied by saying that

dissolute and irresponsible persons are found in ali social strata and that the majority

should not be penalized for the few (Mundo Alimentizio_ May, 1952). He added that there
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is no valid reason to connect or blame vice, legal or illegal games, on poor families, the

elderly, the blind, or the disabled. These persons, he insisted, are as responsible and have

as much dignity as persons with more resources and without physical or mental

limitations. Dr. Collazo also pointed out that food stamps are prone to be used more

easily for fraud and to take advantage of the needy persons that recieve them, than a

high security check that requires endorsement or ID in order to be cashed.

Mr. Angel Negron, Manager of the Grand Union Supermarket in the Centro Comercial 65

de Infanteria, expressed opposition to the change from food stamps to checks (El Mundo,

February 25, 1982). He said that many persons tried to buy cigarettes and alcoholic

beverages with food stamps; he believed this would happen more frequently if they

receive the cash. Mr. Negron also said that the change would have an adverse effect on

the small grocery stores where the majority of the clients use food stamps; this would be

more obvious in the rural areas.

Mr. Horacio, Figueroa, President of the Chamber of Wholesale Merchants, endorsed the

Food Stamp Program, and indicated that in case there was a change to another system

(tike the check system) it should guarantee that the money be used exclusively for the

purchase of food (El Mundo, February 1982). He also made clear that his organization

would oppose any system that is not used exclusively for the purchase of food, and that

does not meet the necessary measures of control to avoid fraud or misuse by

unscrupulous merchants or recipients.

Some professionals on the island expressed their opinion about the change during

conferences and meetings offered by DSS. Their main concerns were the possible uses

the recipients would make of cash and the impact this would have on the economy. An

example of this position are the comments made by Dr. Antonio 3. Gonzalez, an

economist, against the change. He speculated that:

o Persons will use the money to buy other articles besides food, this would

contradict the purpose of the law that created the Food Stamp Program.

o Supermarkets sales would decrease. He calculated that if families

participating in the program were to spend 30 percent of their benefits for

non-food items this would represent a reduction of close to 5250 million in

supermarket sales.
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o There would be an increaseinthe purchase of personalitems (dothing,shoes,

etc.) and household products.

o There would be an increase of money spent in games of chance.

o Banks willnot be able to process the cashing of $850 mUlion in checks to

persons without accounts. This will force the recipients to cash their checks

by paying a commission of up to two percent, which would mean a loss to the

client.

o There is a possibility that the lack of cashing facilities will revive the practice

of cashing checks for a 25 percent discount.
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Table A=I

Chronology of Federal Activitiesin Converting

Puerto Rico's Food Stamp Program to the Block Grant

M onth/Y ear Activity

3uly 1981 - FNS prepares profiles on FNS programs in Puerto

- FNS planning task force formed and given its mission

August 1981 - Omnibus Budget Reconciliation Act of 1981 (PL 97-
35) Enacted 8/13/81

- Requirements of PL 97-35 analyzed
- Task force develops and presents issue papers

September-October 1981 - Conversion issues considered and initialpolicy
decisions made (policy determinations continued
through 3uly 1982) by Assistant Secretary

- Initial visit of Federal offidals to Puerto Rico re

block grant
- FNS drafts regulations for implementing the block

grant under PL 97-35 and submits copy to Puerto
Rico DSS for comments

November 1981 - MARO* representatives visit Puerto Rico re waivers
from FSP provisions in potential conflict with block
grant conversion

- MARO develops work plan for FSP closedown
- MARO begins estimation of final FSP coupon

inventory in Puerto Rico

December 1981=January 1982 - Regulations for FSP termination drafted
- Task force continues to discuss relevant policies and

procedures making recommendations to FSP
managers

February 1982 - MARO adjusts requisitions for ordering FSP coupons
for Puerto Rico (continues through August 1982)

- Task force discusses reporting requirements, need for
program monitoring, and financial liability under
block grant

March 1982 - MARO orders doseout forms

- MARO contacts Puerto Rico on training needs

*MARO is the Mid-Atlantic Regional Office, FNS, USDA.
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Table A-1 (Continued)

Month/Year Activity

March 1982 (Continued) - Property reco[,_s reviewed and discussions held
between CAO and Puerto Rico DSS

- Notices to stores and banks drafted
- Interim rule published on block grant implementation

under PL 97-35
- Puerto Rico submits Plan of Operation (3/2#/82)

April 1982 - Puerto Rico Plan of Operation reviewed by MARO
and Washington offices

- Puerto Rico Plan of Operation approved by USDA
(t_/26/82) but special projects approval withheld
pending additional inlormation

- MARO develops coupon destruction plan for Puerto
Rico

- Congressional hearings on cash out

May 1982 - FNS' Minneapolis Finance Center sends notices to
stores and banks concerning closedown of FSP and
deadlines for coupon redemption

- MARO develops plan for final FSP coupon issuance in
Puerto Rico and conducts field training needed to
accomplish plan

3une 1982 - MARO issues press releases concerning closedown of
FSP and conversion to NAP

- CAO takes inventory of FSP coupons in central
storage

- CAO validates recent FSP coupon shipments
- MARO, CAO, and OIG staffs assist DSS in collection

of unused FSP coupons from issuance sites,
- Three special projects conditionally approved by FNS
- Last date to exchange ATP's for coupons (6/30/82)

3uly 1982 - Nutrition Assistance Program begins in Puerto Rico
- MARO, CAO, and OIG staffs assist DSS in collection

of unused FSP coupons from issuance sites.
- MARO, CAO, OIG and DSS staff verify amount of

unused FSP coupons
- Unopened cartons of FSP coupons shipped to Virgin

Islands
- Remainder of unused FSP coupons burned in industrial

furnace under supervision of MARO and OIG staff

CAO is the Caribbean Area Office, FNS, USDA under MARO.
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Table A-I (Continued)

Month/Year Activity

July 1982 (Continued) - FN5 rejects Puerto Rico's employment services
special project

- Last day retailfood storescould accept coupons
(7/31/g2)

August 1982 - Last date retailfood concerns could redeem coupons
at banks (g/27/$2)

- Authorizations for participating retail food stores and
wholesale food concerns terminated
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' Table A-2

Chronology of Puerto Rico'sActivitiesin Converting
Puerto Rico'sFood Stamp Program to the NutritionAssistanceProgram

M onth/Y ear Activit y

February 1981 - PR Government discusses the impact of FSP funds
reduction.

- Governor of PR and Resident Commissioner in

Washington, DC state opposition to funds reductions
to U.S. Congress.

- DSS discussion of possible food assistance block grant
for PR.

July 1911 - Planning committee formed to analyze options for
- use and distribution of block funds in DSS:

· Preparation at DSS of document "analysis to
determine actions to be taken regarding block
grant funds."

. Preparation of document by the Governor's
Economic Advisory Council - "Effects on Puerto
Rico of the Reagan Block Grant proposal. Capsule
Summary of Econometric Projections,"

August 1981 - Puerto Rico Block Grant Law 97-35 enacted (8/13)·
- Analysis of the law, its requirements and flexibility in

formulation of regulations for DSS by the committee·

September 1981 - White House Task Force visit Puerto Rico (9/14)·
- USDA officials meet with the DSS work committee.

. Discussion over change to block funds.
· Presentation by DSS of alternatives

-vouchers

-coupons
-checks

. Discussionand evaluationof the alternatives·

. USDA Office of General Counsel givesverbal
approvalfor check usage.

October 1981 - DSS planning committee formulates basis of State
Plan of Operation.
· Simulations begun to determine changes in benefit

tables and method for check distribution.
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Table A-2 (Continued)

Month/Year Activity

October 1981 (Continued) · Consultation with different FSP divisions to obtain
needed information.

· Meetings with heads of appropriate agencies for
special projects to be included in the plan.

November 1981 - First draft of State Plan of Operation (11/I1).
- Presentation of drafted Plan of Operation to

Governor's office·

- Discussions begun with Governor's Economic and
Finandal Council·

February 1982 - Governor Romero announces change to cash-out at
press conlerence during meeting of Governors
National Association in Washington, DC.

- General public and diverse sectors take positions
about the NAP food check·

· Some recipients favored the change to checks,
others did not.

· Banking circles were concerned with the volume of
money in drculation monthly and with possible
fraud to be committed with checks.

· Food retailers and wholesalers were strongly
opposed to change to checks·

March 1982 - DSS analyzes interim regulations and provides
comments to USDA (3/12).

- NAP Plan of Operation submitted to FNS, USDA
(3/20).

- DSS committee for check selection designated
· Meeting with experts on negotiable documents

security·
· Evaluation of security measures to be used.
· Evaluation of best check design·
· Preparation of bidding specifications.
· Preparation of recommendations.

April 1982 - Alterations of NAP Plan negotiated by Mr.
Manuel Porrata and MARO.

- USDA approves NAP Plan of Operation with-holding
approval of special projects pending additional
information ¢/23).
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Table A-2 (Continued)

Month/Year Activity

May 1982 - Advertisements describing NAP appear in
four major newspapers (5/5 to 512t$).

- Training in NAP procedures is begun for regional and
local supervisors and program managers (5/7 to 5/12).

- Daily radio spots broadcast on 35 stations islandwide
re closedown of FSP and new NAP check system (5/17
to 5/21).

3une 1582 - Daily radio spots broadcast i$1andwide re closedown
of FSP and new NAP check system (617 to 6/11).

- Training in NAP procedures begun for caseworkers
(6/7 to e/ISL

- Articles re program conversion appear in three
highest circulation newspapers (6/1_ to 6/16).

- TV commercials broadcast re same conversion
information given through newspapers and radio (6/18
to 6/26).

- Caseworker training in NAP procedures completed
(6/21to 7121.

3uly 1982 - NAP implemented (7/D
- Islandwide "Hotilne" established to handle inquiries

and complaints re program conversion.
- Daily radio spots broadcast i$1andwide re closedown

of FSP and new NAP check system (7/15 to 7/21).
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Appendix B

TechnicaJ Issues Related to Analyses

of Supermarket SalesData



Technical Issues

Use of "Fixed Effects" Model in Disaggregated Regressions

A technical problem which had to be addressed in specifying the disaggregated regression

analysis based on individual store-month observations is the potential correlation of the

random disturbance term across time periods for the same store in the sample. In

particular, each store appears in the regression 41 times and it is likely that the

disturbance terms for these observations are correlated, thus violating one of the basic

assumptions of the ordinary least squares regression model.

One potentiallydesirableway of dealingwith thisproblem would be to use an "error

components" model which explicitly takes the nondiagonal structure of the covariance

matrix of the disturbance term into account, l/ However, the very limited time available

for the analysis precluded the use of this approach.

As an alternative,the analysisof the supermarket data has been based on a "fixed

effects"regressionmodel, which isan adaptationof the "covariance"model.--2/

Essentially,the approach of thismethod isto suppressthe constantterm and insertinto

the regressiona binaryvariablefor each of the storesin the sample--a totalof 99 binary

variables.These dummy variablescontrolfor the fixedeffectsof the individualstores

and thus greatlyreduce the potentiaJfor correlateddisturbanceterms.

Use of the fixed effects model approach, however, leads to a practical problem which is

that estimating a regression with more than 100 regressors is beyond the capability of

many regression programs, and when it is possible, is very expensive. This problem has

been solved by using an approach recently used by Charles Brown in an analysis of labor

market wages? / 5uppose that it is desired to run the regression

I--/For a description of the error components model, see 3an Kmenta, Elements of
Econometrics_ (New York: Macivlillian Publishing Co., 1971): 514-516.

2--/Ibid., pp. 516-717.

3--/Charles Brown, "Equalizing Differences in the labor Market," Quarterly 3ournal of
Economics) Vol. 94, no. I (February 1980): 112-13q.



Fit: Dit A + XitB + eit

i = a subscript running over stores

t = a subscript running over time periods

Fit = food sales

Dit = a set of binary store indicators such that Dil = Dj2

= ... = DiT = I for store i and = 0 for other stores

Xit = matrix of explanatory variables

A and B are parameter vectors

eit = disturbance terms

Define

I T i = 1,2,..., (number of stores)

[]Fit = Fit - _' t=l Fit, t = 1,2,..., T

1 T Xi j = 1,2,..., (mrnber of X's)IBXit = Xijt ' T t=l jt,

It can be shown that regressing DF on DX gives the same estimates of B and A as

regressing F on X and the set of individual-specific intercepts.

This procedure involves computing deviations from store averages, by store) for each of

the variables in the regression and then regressing the deviations in the dependent

variable on the deviations in the independent variables. In doing this, of course, the store

dummy variables and any other variables (including the constant term) which do not vary

over time for a given store drop out of the regression. Thus, this method cannot be used

to obtain estimates of the parameters associated with such variables, t*/ The estimates of

the coefficients for the other variables are mathematically equivalent to those that

would be obtained from the _fntransformed regression with the store dummy variables.

4JNote that these parameters also cannot be estimated by using the store dummy
variables in a regression on the untransformed variables. This is because any variable
which measures a quality that varies across stores but not across time can be expressed
as a linear combination of the store dummy variables. The effects of such variables are
included in the coefficients on the store dummies in the regression on the untransformed
variables.



Serial Correlation

Another potential problem in the regression analysis is serial correlation in the

disturbance terms from one month to the next. In the regression estimates using

aggregated monthly averages, this problem can be dealt with using standard techniques

for assessing, and if necessary, adjusting for this problem_ / We have done this, and as

explained in our discussion of the regression results, serial correlation is not a problem in

the regression on aggregated data.

However, in regressions which use the individual store-month as the unit of observation,

standard econometric techniques for dealing with serial correlation are not directly

usable, because the data set contains repeated observations for the same periods. Again,

an error components model would be an attractive potential solution, but as noted above,

the use of this technique was not feasible given time constraints. However, to the extent

that invariant store-specific factors influence sales in each time period, the fixed

components model which we have adopted reduces the serial correlation problem. This

procedure does not produce estimators which are as efficient as those produced by the

error components model. However, the estimators are consistent, unbiased, and more

efficient than those produced by applying ordinary least squares to the pooled data while

constraining all stores to have the same constant term.

To some extent, the lack of substantial serial correlation in the al_gre_ated regression is

reassuring with regard to the possible seriousness of this potential limitation of the

disag,jyegated regressions. However, it should be recognized that it is very likely that

there is greater serial correlation in the time series data for the individual stores than

there is in the time series of data averaged across stores. This is true because, if serial

correlation patterns are different for different stores, then serial correlation which is

presentat the individualstorelevelmay "net out" in the aggregated data. Ifsufficient

time were available,another potentialsolutionto thisserialcorrelationproblem in the

individualdata would be to use ARIMA_ / {integratedautoregressive-movingaverage)

5--/Kmenta, Elements of Econometrics_ pp, 269-297.

6--/Robert 5. Pindyck and Daniel L. Rubenfeld, Econometric Models and Economic
Forecasts_ 2nd ed., (New York: McGraw-Hill l_ook Co._ 1951): g73-55g.



methods to transform the individual store data prior to using them in the regressions.

However, this would be both expensive and time consuming, and it was therefore not

feasible.

Functional Form of Regressions

As noted earlier) the sales volumes of individual stores in the sample vary greatly. In

view of this, the use of a linear model for the specification of the disaggregated

regression would not be appropriate. Use of such a model would involve the untenable

assumption that the NAP had the same effect on the absolute sales volume of a small

store as ior a larger one.

A more reasonable specification, and the one which we have used in the analysis, is one

in which all dollar-denominated variables (gross sales and sales of competing Grand Union

stores before they went out of business) are transformed using natural logarithms, but in

which the remaining explanatory variables are entered linearly. In the disaggregated

regression, this functional form allows the NAP to have the same percentage effect on

the sales of all stores. This is a much more reasonable assumption than the constant

absolute effect assumption. With this functional form, the estimated coefficients on the

nonmonetary variables can be interpreted as showing the percentage effects on sales

resulting from unit changes in such variables. The estimated coefficient on the Grand

Union sales variables is an elasticity, which shows the percentage effect on sales

resulting from a one percent difference in the sales of a former Grand Union competitor.

In the aggregated regressions, based on monthly sales averages across stores, either a

linear or a logarithmic specification would be reasonable, and both were used in

preliminary examinations of the data. For comparability with the disaggregated

regressions, the results reported below are based on the logarithmic specification.

.Analysis of Ag_reEated Data

Table VI-2 presents the results of a regression analysis in which the dependent variable is

the average of the monthly sales of all stores in the sample. The explanatory variables in

the regression include a binary variable which is 1 during the NAP period and 0

otherwise, as well as variables reflecting the Island unemployment rate and time and

seasonal factors. A dummy variable which takes on a value of I when one of the

supermarket chains used a 5 week month as an accounting period and 0 otherwise is
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Table 13-1

Regression Analysis of
Average Monthly Sales a

Estimated Mean of Standard Deviation
Variable Coefficient b Variable of Variable

Intercept 6.03954' 1.0 0.0
(67.5993)

Time 0.00089 21.0 11.97915
(0.7015)

Quarter I -0.04950* 0.21951 0.41906
(2.7451)

Quarter 2 -0.01995 0.21951 0.41906
(1.0993)

Quarter 3 -0. 00665 0. 29268 0.46065
(.3961)

December 0.16476' 0. 07317 0. 26365
(6.7016)

Unemployment rate 0. 08567 0.19¢05 0. 02524
(0. 1#77)

NAP -0.00287 0. 12195 0.33129
(0.1239)

5-week-month 0. 01849 0. 36585 0. ¢8765
(1.5677)

N: 41

M_an of dependent variable:6.07559
R': .7522
Durbin-Watson Statistic: 2.0993

Source: FNS 1983 evaluation of the Puerto Rico Nutrition Assistance

Program. Analysis of monthly supermarket sales dat_ 3uly 1979 - November 1982.

aThe dependent variable is the natural logarithm of the average monthly sales
o{ 99 supermarkets, in 3anuary 1982 dollars.

bAbsolute values of "t" statistics are shown in parentheses.



included to correct for this reporting anomoly. The estimated coefficients can be

interpreted as showing the percentage effects on monthly sales of unit changes in the

relevant variables. In general, these regression results are consistent with the

descriptive analysis presented earlier. The NAP variable enters the equation with a

negative sign, but it is extremely small and is not statistically significant. This indicates

that, after controlling for time trends and other factors, no NAP effect is discernable in

the aggregate data.

The time variable enters the equation with a positive but statistically insignificant

coefficient. This coeffident implies that there was a very weak positive trend in

constant doUar sales during the period covered by the sample. The unemployment

variable enters the equation with a positive but relatively small and insignificant

coefficient. This result is unexpected, but it is not surprising in light of the fact that a

period of relatively very high sales volume, summer 1982, happened to correspond, for

reasons that are not dear, to the months in the sample period with the highest

unemployment rate. The regression results also indicate that sales tend to rise very

substantially in December of each year (by about 16 percent on average) and then fall

noticeably below average in the first quarter of the year.

One technical issue to note in the results of this aggregated regression is that the

Durbin-Watson statistic is 2.0993. The range of possible values of the Durbin-Watson

statistic is from 0 to 4. Low values indicate the presence of positive serial correlation

and high values indicate the presence of negative serial correlation. Durbin-Watson

statistics near 2 indicate the absence of serial correlation. Because the Durbin-Watson

statistic in table VI-2 is quite close to 2, we conclude that serial correlation is not a

problem in the regression analysis of the aggregated sales data.
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